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Alan Greenspan 
Gone soft, or playing 
a longer game? 
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Joint chief executives 
‘Power sharing at the top 
is simply not natural 9 
Tony Jackson, Page 11 


World Energy Review 

Separate section 

Business Books 
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WORLD NEWS 


Kosovo villages 
shelled as Europe 
imposes symbolic 
sanction on Serbia 

The European Union last night 
banned new investments In Serbia 
and called for an acceleration of 
plans for Nato-ted military action to 
prevent more fighting In the Ser- 
bian province of Kosovo. As the 
ban was announced, Serbian secu- 
rity forces trying to cut rebel ethnic 
Albanian supply lines were 
reported to have shelled several 
villages In Kosovo, dose to the 
border with Albania. Page 16 

Russian federal funds ‘go astray 1 
The head of Russia's Chamber of 
Accounts said at least one-sixth of 
the federal budget went astray last 
year, partly through mismanage- 
ment and corruption. Page 2 

Accord wBJ ease trade cfisputes 
US officiate said a ground-breaking 
antitrust agreement between the 
US and the European Union will 
help prevent International trade 
disputes over access to foreign 
markets. Page5 

Indonesians dash with police 

Protestors clashed with police as 
more than 10,000 striking workers 
demonstrated In Indonesia's sec- 
ond largest city in the biggest pro- 
test since President Suharto's faJL * 
Page 8 

Truckers claim imfalr compeffiuxi 
British truck drivers disrupted rush 
how traffic to protest against 
"unfair competition” from rivals in 
mainland Europe who pay less for 
road and fuel tax. Pago 10 

CaH for more dacentrAsad EU 

France and Germany called for a 
more decentralised European 
Union that is closer to its citizens 
and respects political and cultural 
diversity. Page 2 

Kafian left fares baity hi polls 

Italy's rufing centre- left coalition 
fared bacfly In the second round of 
mayoral elections, winning just five 
out of sixteen seats In provincial 
capitate. Page 2 

France rands ap more suspects 

French police, on high alert fa the 
rufHjp to the soccer World Cup, 
detained nine more people sue- - 
peeled of links to Algerian guerril- 
las feared to be planning attacks. 

Moscow wanting on spread of HV 
A government official said Russia 
will be spending its entire health 
budget on people with the HIV 
virus fa a few years unless steps 
are taken now to stop the c&seasa 
spreading. 

Vietnam goes back to basics 
Vietnam's ruling Communist party 
ordered more ideological education 
in schools and universities, saying 
the teachings of Marxism-Leninism 
and Ho Chi Mfnh had not received 
due attention. Threat to water 
project. Page 5 

Hatter to bead Hfa 

Switzerland's Sepp Blatter, general 
secretary of Fife, was elected pres- 
ident of soccer's world governing 
body to succeed Jofio Havetenge 
of Brazil after defeating Sweden’s 
Lennart Johansson. Page 2 

YSL founder quits ready-to-wear 
French couturier Yves Safat Laur- 
ent Is to stop designing Ms own 
label's ready-to-wear fine and hand 
it ever to young US designer Aiber 
Bbaz. 

169 steps to Jnfbfmatkm overtoad 

A new study shows Britain’s office 
workers send and receive an aver- 
age of 169 messages a day and a 
significant number of employees 
are feeling the affects of communi- 
cations overload. Page 10 


BUSINESS NEWS 


Weils Fargo to be 
bought by Norwest 
to create bank with 
assets of $190bn 

WeHs Fargo, San Frandsco-based 
commercial bank, said it would be 
bought by Norwest of Minneapolis 
In a stock swap worth about 
$31 bn. The deal win create a bank 
with assets of more than $190 bn, 
with retail branches in 21 states 
from California to the mid-west 
Page 17; Lex, Page 16 

Men’ll Lynch, US investment bank, 
set a new low for fees in the inter- 
national equity market of just 45 
baste points with its mandate to 
lead manage the $6bn privatisation 
of a Brazilian company. Page 17 

Nycomed Ame retrain shares rose 3 
per cent after the Angk>- Norwegian 
medical diagnostics and pharma- 
ceuticals group announced a divi- 
sional reorganisation following test 
year's £2.5bn ($4.1 bn) agreed 
merger. Page 20 

Norway's Government Petroleum 
Fund, which invests surplus 
income from the country's North 
Sea oil riches, grew by 6.3 per 
cent to NKr120.5bn ($1 R2bn) In 
the first three months of this year. 
Page 17 

Sendesa’s Pta1,150bn ($7.6fan) 
market privatisation set a bench- 
mark for domestic equity distribu- 
tion. The power group's sale was 
the Spanish government's last big 
disposal Page 20 

Frastttins, fast-growing German 
healthcare company, is to buy the 
International fateion nutrition busi- 
ness of Pharmacia & Upjohn for 
more than DM700m ($395m). 

Page 22 

Danone, Ranch agro-food 
business, bought a 40 per cent 
stake fa Indonesia Aqua Group, 
south-east Asia's largest water 
business. Rage 20 

Swire Pacific became the latest 
Hong Kong blue-chip to have its 
ctedtt rating reviewed for possible 
downgrade by US ratings agency 
Moody's. Page 21 

Rocha, Swiss pharmaceutical 
company, said It was withdrawing 
Posicor, a new heart drog available 
In 34 countries, because of 
adverse side effects. Page 17; 

Lex, Page 16 

Lucent Technologies. US-based 
telecommunications group, 
launched an agreed cash bid for 
UK-based SOX Business Systems, 
valuing It at El 24m ($203m). 

Page 23 

America Onfine, US online service, 
agreed to purchase MlrabUte, an 
Israeli creator of Internet software, 
for $287 m. Page 18 

Brooks MGer Parker, international 
property consultancy, secured a 
$370m multi-use development in 
Shenzhen as the anchor invest- 
ment for Its pioneering China- 
focused property fund. Page 2 

CP Group, Thai conglomerate, said 
It was consolidating an its Thai- 
based agroindustry and aquacul- 
ture businesses into a single fisted 
entity. Page 21 

P hU ppiiiB Airlines’ striking pilots 
defied a government order to 
return to work while the airline 
blamed them for scaring off poten- 
foreign Investors. Page 18 
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Yen sinks below 140 
to dollar on eve of 
G7 talks on currency 

Fall sends shudders through Asian financial markets 


By GHBaa Tett b Tokyo 


The yen yesterday breached Y140 
against the US dollar for the first 
time for seven years, putting the 
Group of Seven industrialised 
countries under renewed 
pressure to support the Japanese 
currency. 

Deputy finance ministers of the 
G7 are to discuss the weakness of 
the Japanese currency at a meet- 
ing in Parts today, and Japanese 
officials are to press for a joint 
statement of support for the 
currency. 

Although today's meeting was 
called primarily to address 
Russia's financial crisis and last 
month's G7 summit failed to offer 
support for the yen in its final 
communique, Japan hopes yes- 
terday's weakness will prompt 
action. 

to Tokyo trading, the Japanese 
currency weakened to Y140.7 to 
the dollar from Y139.7 on Friday. 
The weakness was caused by con- 
cern about the contrast between 
economic growth in the US and 
the contraction of the Japanese 
economy. 

The fall of . the yen sent 
shudders through Asia's finan- 
cial markets. Currencies and 
shares fell sharply on fears of a 
further round of devaluations 
and protracted economic instabil- 
ity in the region. The Taiwanese 
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doQar closed at an 11 -year low 
a gains t the US dollar, the Austra- 
lian dollar bit a 12-year low, 
breaching the GO US cents level, 
while the Malaysian ringgit and 
the Thai baht also fell. 

In Hong Kang, money market 
interest rose to fend off 
pressure on the currency, which 
is pegged to the US dollar. The 
benchmark three-month interest 
rate climbed from &5 per cent to 
9.25 per cent although it eased in 
late trading. 

1 would have thought we have 
reached the stage where it is 
worth the G7 acting,” said Rich- 
ard Jerram, economist at ING 
farinp in Tokyo. "The crucial 
question now is whether China 


will devalue.” An Influential 
Chinese newspaper close to the 
the state council (cabinet) 
yesterday said that the renminbi 
would not be devalued even if the 
yen declined a further 20 per 
cent 

In Japan, Koji Tanami, vice 
finance minister, said the minis- 
try was prepared to take "deci- 
sive action” to back the currency. 
Ryutaro Hashimoto, Japan's 
prime minister, said he was 
“watching” the trend. 

However, there was little sign 
that the Bank of Japan had 
actively intervened in the mar- 
kets. It spent an estimated $18bn 
supporting the currency in April, 
but does not appear to have 
intervened since. 

Some Japanese government 
officials say that intervention 
will be ineffective without a 
change in government policy, or 
better economic news. 

On Friday, US data showed 
that employment was continuing 
to rise in the US an the back of 
healthy economic growth, 
apparently without creating 
substantial inflationary 
pressures. 

However, according to a 
Reuters survey, analysts expect 
statistics on Japanese gross 
domestic product, due on Friday, 
to show that the Japanese econ- 
omy contracted 0.4 per cent 



beaters on (he Tokyo foreign exchange yesterday 


Picture: AP 


between January and March this 
year. This would be the second 
quarter of decline and so leave 
Japan meeting the technical defi- 
nition of recession. 

The yen is also being weighed 
down by concerns over the the 
banking sector and an impending 
Ministry of Finance reshuffle. 

The latter may involve senior 


officials such as Eisuke Sakaki- 
bara, the vice-minister of finance 
for International Affairs, who has 
traditionally played a key role in 
the currency markets. 


BIS can, Page 6 
Caught fa a trap. Page 14 
Tougher on loans, Page 17 
Lex, Page 16 
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Nigeria in crisis after military leader dies 


By hHchael Hoinrao, 
Africa BAtor 


Nigeria’s military leader. General 
Sail A bach a, died yesterday, 
leaving the country facing its 
most serious crisis since the 
Biafran civil war. 

His death throws into doubt 
the transition to democratic rule 

for which the international com- 
munity has been pressing, using 
the threat of sanctions. Gen Aba- 
cha was the only candidate far 
the August 1 presidential poll, 
after he had been nominated by 
all five approved political parties. 

Although western diplomats 
last night held out the hope that 


Gen Abacha's death could break 
the deadlock in -the country, 
there were also fears of a power 
vacuum. 

The first reaction of the oil 
market was to push prices 
higher, although the July con- 
tract far benchmark Brent crude 
was $14.49 a barrel in late Lon- 
don trading, down 11 cents on 
Friday's dose, because of over- 
supply. 

Gen Abacha's likely successor 
is Major-General Abdusalam 
Abubakar, chief of defence staff 
in whose name the official state- 
ment of death was given. The 46- 
year old Gen Abubakar inherits 
formidable problems 


Despite oil production exceed- 
ing 2m barrels a day, Nigeria has 
run a total debt of $37bn. includ- 
ing arrears, and its economy is in 
steep decline. Africa’s most popu- 
lous state, Nigeria is wracked by 
political division and ethnic 
rivalry between the largely Chris- 
tian south and predominantly 
Moslem north. It has been run by 
the military far all but 10 of its 38 
years of independence. Gen Aba- 
cha. 54, who had ruled since 1993. 
outraged international opinion 
when he executed Ken Saro- 
Wlwa, leader of the Ogoni minor. 

ity, and eight other activists, 
which led to Nigeria’s suspension 
from the Commonwealth. 


Prospects for political stability 
could well depend mi how Gen 
Abacha’s successor treats two 
leading opposition figures - Chief 
Moshood Abiola, winner of the 
aborted 1993 presidential elec- 
tion, and former military leader, 
General Olusegun Obasanjo, both 
of whom are in detention. 

Nigerian opposition members 
last night stressed the impor- 
tance of releasing these two men. 

The European Union was last 
night quick to raise hopes that 
Gen Abacha’s death could pave 
the way to democracy in Nigeria. 
“We hope that . . . there will be 
an opening for a stable transition 
to an early return to democracy. 


with the election of an account- 
able civilian government which 
will restore and respect human 
rights," said Robin Cook, the UK 
foreign secretary, on behalf of the 
EU presidency. The first indica- 
tion of the new regime should 
come with an expected address to 
the lOOm-strong nation in the 
next 24 hours by Gen Abubakar. 

Western diplomats were last 
night hoping the general, who 
has had two training postings to 
the US and UN forces in Leba- 
non, would rapidly stamp bis 
authority on the armed forces. 


Editorial Comment, Page 15 
Commodities, Page 30 


FTC files antitrust 
lawsuit against Intel 


By Lotose Ketoe fa San Francisco 


The US Federal Trade Com- 
mission voted yesterday to file an 
antitrust lawsuit against Intel, 
the world's largest semiconduc- 
tor manufacturer, following a 
nine -month investigation of the 
chipmaker's business practices. 

The move comes just a month 
after the Justice Department filed 
a broad antitrust lawsuit against 
Microsoft, and means that two of 
the most powerful US high- 
technology companies - the 
world leaders in chips and soft- 
ware - will be forced to defend 
themselves against charges of 

abusing their market power. 

The FTC voted three to one in 
favour of taking action against 
Intel One position on the five- 
member commission is vacant 
At midsession yesterday, 
Intel's shares were trading at 
$68*4, down Sift, or 22 per cent 
lnfel is the dominant supplier 
of microprocessors. In tire per- 
sonal computer sector ft has a 
more than 90 per cent share of 
the world market with its Pen- 
tium and Pentium II chips. 

The company was awaiting 
details of the charges yesterday. 
However, the primary focus of 
the FTC investigation had been 
Intel's dealings with certain com- 
panies including Intergraph, a 
workstation manufacturer. Digi- 
tal. Equipment, a computer and 
services group, and Compaq 
Computer, the world’s leading 
supplier of personal computers. 


Trrfpl haw hflri disputes With aH 

three companies, which are 
among its largest customers. In 
each instawna J Intel either with- 
held, or threatened to withhold, 
information about fixture micro- 
processors and prototype samples 
of the chips from the companies 
when disputes arose. 

Hie case against Intel is expec- 
ted to focus on whether its 
actions were unfair and con- 
strained competition in the com- 
puter sector. 

The case is likely to be heard 
twmaiiy by an adminis tra ti ve law 
judge whose ruling would be 
reviewed by the Commission. 
Hbwever, It also has the option of 
filing the case in federal court 

The FTC is expected to demand 
that Intel distribute information 
more evenly among its custom- 
ers. Intel is so dominant in the 
microprocessor market that its 
intellectual property may be 
ruled to he an “essential facility" 
without which computer compa- 
nies are handicapped. 

Intel has said it had the right 
to withhold information about Its 
fixture products and to share it 
with customers as it pleased. The 
chip maker shares early product 
Information with only about 20 of 
its largest customers that assist 
in testing prototype chips. 

The company said it had sup- 
plied about 4m Internal docu- 
ments to the FTC. Intel execu- 
tives have been interviewed and 
the company’s lawyers have been 
in daily contact with the FTC. 
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TTrii announcement appears as a master of record only 


Congratulations 


to 


Wf Furse & Go. Limited 

UK’s leading manufacturer of earthing 
and lightning protection equipment 

on its sale to 

Thomas & Betts Holdings 
(UK) Limited 


The buyout of WJ Furse in December 1995 

was led and arranged by 


Ginven 


Cinven Always down to earth 


Cinven Limited u regulated by IMRO 
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CARDIFF SUMMIT CHIRAC-KQHL INITIATIVE 


France and Germany move 
to reshape EU’s future 



By Lionel Barter in Luxembourg 

Prance and Germany 
yesterday abandoned the 
vision of a European super- 
state and called for a more 

decentralised European 
Union that would be closer 

to its citizens and respect 
political and cultural diver- 
sity. 

In a joint letter aimed at 
setting the agenda of next 
week's EU summit in the 
Welsh city of Cardiff. Chan- 
cellor Helmut Kohl and Pres- 
ident Jacques Chirac said it 
was time to relaunch a 
debate on the Union's future 
as it prepares to enlarge into 
eastern Europe. 

The letter, addressed to 
Tony Blair, UK prime minis- 
ter and host at the Cardiff 


summit, underlines how mis- 
trustful the French and Ger- 
mans have become about 
centralised decision-making 
in Brussels and the Euro- 
pean Commission's power. 

However, the vagueness of 
its prescriptions suggest that 
its immediate purpose is to 

restore confidence in the 
Franco-German partnership, 
badly shaken over the raw 
over the European Central 

Bank presidency. 

Mr Kohl, who faces a hard 
battle in the September gen- 
eral election in Germany, 
has put great weight on 
"subsidiarity” - the princi- 
ple that decision-making in 
Europe should be made at 
the lowest appropriate level. 

German diplomats say 
that Mr Kohl has struck a 


bargain with Eurosceptic 
Land (state) prime ministers, 
notably in conservative Bav- 
aria, whereby they drop 

their public opposition to the 
European single currency in 
return for the Bonn govern- 
ment’s seeking to boost the 
regions' power at the 
expense of Brussels. 

Mr Blair will draw comfort 
from the Franco-German 
campaign against central- 
ised decision-making and 
their call for what amounts 
to a “People's Europe”. 

But it is unclear whether- 
Bonn and Paris are ready to 
back the new British enthu- 
siasm for a constitutional 
conference early next year 
which would complete 
reforms to EU institutions 
and decision-making proce- 


dures ahead of enlargement 
These reforms are the unfin- 
ished business of last year's 
EU summit in Amsterdam. 

The Franco-German letter 
calls for a "timetable” to pre- 
pare the ground ahead of the 
next European Commission, 
which takes office in Janu- 
ary 2000. But it only calls for 
a “more profound” debate at 
the Vienna summit in 
December this year. 

One other key theme in 
the letter is an appeal for an 
overhaul of the decision- 
making Council of Ministers. 
One of the most worrying 
developments is the decline 
of the General Affairs Coun- 
cil. comprised of EU foreign 
ministers, at the expense of 
the so-called “Ecofin" coun- 
cil of finan ce ministers. 



The Greek foreign mi nister. Theodores Pang al o* (left}, meets 
P a tri arc h Bartholomew I during a visit to tstanbU yesterday 


Protests as Slovak 
reactor starts up 


$10bn ‘misspent’ in Moscow 


By Eric Fray in Vienna 

Slovakia yesterday started 
up the first reactor of its 
controversial Mochovce 
nuclear power plant, provok- 
ing condemnation from 
neighbouring Austria. 

Chancellor Viktor Klima 
called the move an 
“unfriendly and highly 
unresponsible act" and 
threatened to withdraw the 
Austrian ambassador from 
Bratislava. 

Austrian experts claim 
that the power plant, which 
is only 120km Grom the Aus- 
trian border, does not meet 
Western safety standards. 
Mochovce is a Soviet-de- 
signed reactor that has been 
completed recently with Ger- 
man and French technology, 
and experts of the Interna- 
tional Atomic Energy 
Agency in Vienna have certi- 
fied that it is basically safe. 

Austrian experts 
expressed grave doubts 


about the stability of the 
pressure vessel and the lack 
of an overall containment 
that could keep radioactivity 
from leaking out in case of a 
severe accident. Public opin- 
ion in Austria is fiercely 
anti-nuclear, and the govern- 
ment has tried hard to stall 
the Mochovce launch to give 
more time for further safety 
improvements. 

However, the Slovak prime 
minister. Vladimir Meciar. 
did not even inform the Aus- 
trian government before 
activating the fuel rods, 
according to Mr K lima. The 
launch of Mochovce has 
become one or the few issues 
where Mr Meciar can count 
on wide domestic support 

Austria has received mod- 
est support from other EU 
countries, but has vowed to 
make nuclear safety a key 
for EU enlargement and is I 
expected to take a more hos- 
tile stance toward Slovakia's 
EU aspirations. 


By Stephen Rtfler 
to Wa shi ngt on 

At least one-sixth of Russia's 
federal budget was misspent 
last year, according to a 
senior auditor who is also a 
critic of President Boris Yelt- 
sin’s reformist government 

Venyamin Sokolov, head 
of the Chamber of Accounts 
of the Russian Federation, 
indicated that the equivalent 
of at least SlObn had gone 
astray through mismanage- 
ment, corruption and for 
other reasons. 

In an interview in Wash- 
ington, he said Russia's 
finance minis try had no sys- 
tematic way of accounting 
for income and expenditure 
and had resisted attempts to 
persuade it to put a trans- 
parent accounting system in 
place. 

Control over state money 
is a long-standing problem 
for the finance ministry. 
However. Russian officials 
and the International Mone- 
tary Fund say the situation 


has Improved markedly this 
year with the introduction of 
a western-style treasury sys- 
tem. 

Mr Sokolov said that last 
year about glObn had not 
been spent as legally 
directed - about one-sixth of 
the federal budget “This is 


spending, is an agency with 

a strong C ommunis t contin- 
gent which has long been 
viewed with suspicion by 
Russia's market reformers. 
Mr Sokolov was deputy bead 
of the old Supreme Soviet 
which was dissolved in 1993 
after becoming involved in 


The finance ministry had no 
systematic way of accounting 
for income and expenditure 


only the sum we*ve got docu- 
mentary evidence for. My 
estimate is the real total Is 
double that amount” 

Mr Sokolov said the 
finance ministry resisted 
pressure to Improve its 
accounting because "it 
allows them to do what they 
want with the federal bud- 
get". 

The Chamber of Accounts, 
which was established in 
1996 to monitor government 


an uprising against Mr Yelt- 
sin. 

Mr Sokolov said that' 
audits for 1995 and 1996 indi- 
cated that "not a single 
article of the federal budget 
law was observed”. 

Mr Sokolov cited one case 
where a 9150m government 
credit was provided to the 
Moscow Aircraft Production ' 
Combine to manufacture 
Mig-29 jets for delivery to 
India. “As a result of oar. 


audit, we found that there 
did not exist and still does 
not exist any contract with 
India for the delivery of 
aeroplanes. In any case, the 
planes had already been 
built and were in place on 
factory land," he said. 

The money ended up in 
speculative financial mar- 
kets and a criminal investi- 
gation is under way. 

Hundreds of millions of 
dollars aimed at the recon- 
struction of the Chechen 
economy also never arrived, 
he Rrid , 

Mr Sokolov said he did not 
have precise information 
about what happened to for- 
eign aid because the govern- | 
ment did not release data 
and the Chamber of ' 
Accounts had not made it 
the subject of an evaluation. 

However, be said much of 
the foreign aid found its way 
Into. Russia's financial mar- 
kets. “There needs to be a 
radical change in toe policy 
of the IMF and the US gov- 
ernment,” he said. 


NEWS D IG EST 

FIFA CHIEF CHOSEN 

Blatter elected president 
of soccer federation 

Sepp Blatter,gen€raJ electa! ctears the air ahead 

" Fra ** 

tomorrow. , ^ a majority o f Fffa delegates at 

Mr Blatter won the support « a 

tapes ofLennart Johansson, Euro- 

peanfootball association who had been Blotter's nval for the 

fM ^S^ar-oki Swiss sports administrator triumphed after 
gaining lllof the 191 votes cast m a secret baBotby repre- 
SSSm of the national football associations "*• U P 
Fife's membership. Although his total 
thirds majority required to win the presidency "the first 
round tfvotlng. Mr Johanssonr^ct^co^e^ddef^t 
before the second round was held. Patrick Harverson, Pans 

ap BELARUS MOVE 

US ambassador locked out 

Workers under orders from the Belantsan govemmentwakted 
shut the gates to the US ambassador's residence yesterday to 
order to prevent him from entering. “This concerns me 
ere groatiy,” Ambassador Daniel Speckharti said outside toe gate 
oes with his wife and three children. "If the government wants to 
ith lock us out. we will have to leave the country." 
of The Beteusan government warned diplomats from 22 coun- 
the tries - including France. Germany, India. Italy. Russia and 
sen Ukraine - in April that they would have to leave toe residential 
on complex, called Dro2dy. which it said needed repairs. 

At a news conference earlier. Mr Speckharti said: “If dlpto- 
in mats in toe Drazdy residences are expelled, this will be the 
ar- first incident of its kind after the end of toe cold war. We 
gti- hope that [Belarus president] Alexander Lukashenko. . . will 
correct this situation in time." 

of Mr Lukashenko, condemned by western governments for 
on- his authorttarfan-style rule, has repeatedly lashed out at toe 
Len west and accused ft of seeking to isolate his country of 10m 
ed, people. Reuters, Minsk 






^ REGIONAL POLICY 

Common measures agreed 

Europeai Union member states agreed yesterday on ways to 
co-ordinate planning policies and revive towns and cities. 
Common approaches to contentious issues such as water 
use, transport housing and economic development were 
approved by regional policy ministers meeting in Glasgow, 
Scotland. 

"Great wars have been fought over these things," said Don- 
ald Dewar, toe UK's Scottish secretary, as ministers approved 
toe first complete draft of the European Spatial Development 
Perspective. Final agreement is due next year. 

The meeting yesterday called for more work on toe chang- 
ing role of rural and urban areas, the impact of prospective 
member states, including those in eastern Europe, and devel- 
opment aroupd the Mediterranean. Brian Groom, Glasgow 
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Managing your own funds? 

Visit FTQuicken.co.uk, 

the UK's personal finance web site 


Now the Financial Times brings you FTQuicken.co.uk, the UK's 
personal finance web site. Designed expressly for the UK in 
association with the makers of Quicken, the world's No 1 
personal finance software, and Excite, the leading web search 
engine, FTQuicken can help you make even more informed 
personal finance decisions. 

Relevant, informative, practical - and free, FTQuicken simplifies 
personal finance. Its interactive tools let you track your stocks in 
a personal portfolio or pinpoint the best deal for a mortgage or 
credit card. FTQuicken can also estimate your monthly mortgage 
payments and tax bill, calculate currency conversions and more. 
And all of this is backed with trusted FT news - a wealth of 
information on the web. 

So when it's your money - not theirs - the time you spend with 
FTQuicken will be well invested. 
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By Gtfiaa Tett in Tokyo 

Sanwa Bank, one of Japan's 
largest banks, said yesterday 
it was closing its Paris office 
and about 10 other branches 
in order to consolidate its 
European business In Lon- 
don. 

The move, prompted by 
the imminent launch of the 
European single currency, 
the euro, is likely to be fol-. 
lowed by other Japanese 
banks in coining months. It 
highlights London’s strong 
position in Europe’s finan- 
cial system, even though the 
UK is initially staying out- 
side the euro-zone. 

The Japanese banks* move 
could farther boost London’s 
standing in relation to other 
centres such as Frankfort or 
Paris, even though some 
continental European finan- 
cial centres are now scram- 
bling to seize euro business 
for themselves. 

A spokesman for Sanwa 
bank said: "With the intro- 
duction of the euro, we do 
not see the need to keep lots 
of branches dealing in local 
currencies. . . London is the 
biggest financial centre in 
Europe and many Japanese 
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rrimpampg are shifting their 
regions t headquarters to 
London, Baud so I think more 
Japanese banks will foDow 
suit” ‘ 

Dai-Ichi Kangyo Bank said 
yesterday it was likely to 
close its Milan and Madrid 
branches soon and would 
also move the business to 
London. It was now also 
reviewing the future of its 
Paris branch, it added. 

Fuji has also been review- 
ing toe future of its Paris 
and’ -Frankfort offices. Sumi- 
tomo has already announced 
the closure of its Frankfurt 
office, and banks such as 
Sakura, Daiwa and Asahi are 
starting similar reviews. One ; 
hanker said: “We need Lon- 
don, but we do not need both 
Paris and Frankfort - it will 
be one or the other." 

Some banks, such as Yas- 
uda Trust and Long Term 
Credit R ank, are pulling out 
of Europe, including London, 
altogether. 

The review has been trig- 
gered partly by the weak- 
ness of the Japanese bank- 
ing sector. The largest is 
banks . recorded Y4.350bn 
(SSlbn) pre-tax losses in fis- 
cal 1997, after making over 
, Y10,000bn provisions for bad 
loans. Most banks are seek- 
ing to retrench from the 
global banking empires that 
they built in toe 1980s, not 
least because their profits 
from the US and Europe 
have been declining 
recently. ■ 

Japanese bankers say 
their decision to focus on 
London is unlikely to be 
derailed by the UK decision 
to stay outside the euro- 
zone. Most believe that toe 
UK will eventually partici- 
pate but they also argue that 
London's role as a financial 
centre remains so large that 
continental centres will be 
unable to catch up. 

Another banker said: 
“Places like Frankfort are a 
lot smaller than London. 1 do 
not see toe euro changing 
that” 

Sanwa yesterday said that 
the shift should reduce the 
costs of its European 
operations by 20 per cent It 
plans to retain a couple of 
continental European 
offices, probably in Amster- 
dam and Brussels. 


CZECH PRIVATISATION 

Grid to be hived off 

The Czech government yesterday forced CEZ, toe dominant 
state-owned power company, to hive off its national grid from . 
its electricity production from next year. I 

A general meeting of shareholders overrode toe CEZ “ * . 
board's objections and agreed to set up a 100 per cent 
owned daughter company as a necessary step towards giving 
other power producers fairer access to the grid before toe 
Czech Republic enters the European Union. 

It also once again rejected a board proposal to pay a divi- 
dend. The CEZ board had wanted the relationship between 
toe grid and its power plants to be established before toe for- 
mation of toe daughter company. 

“The step is necessary and good," said a spokesman. “The 
problem is that there is a need to improve toe electricity envi- 
ronment" The latest dispute follows frequent dashes between 
the government and CEZ over the pace of energy price ; 

deregulation and the Temelin nuclear power station. ; 

The government which owns S7.5 per cent of CEZ, tight- 
ened Its control over the board In January after It was 
revealed that the planned opening of Temelin would have to • 
be delayed again and the whale project could cost more than . : 
Kc85bn ($2.5bn). Robert Anderson, Prague j ; 


FREEDOM PARTY 

Haider aims for governorship 

Jfirg Haider, toe embattled leader of Austria’s far-right Free- 
dom part y, has said he wJU campaign for governor of Cwin- 
toia next spring anti, if elected, would not try to become 
chancellor after the 1999 parliamentary elections. Mr Haider's 
paly has been rocked by a financial scandal, aid a key aide 
to the party leader has left In protest at recent events. 

At least four people have been arrested since a pariiamen- 
terydeputy fled Austria In April, leaving behind at least 
Sch200m (516m) in debts. Peter Rosenstingl Was captured 
last weekend in Brazil and is awaiting extradition to Austria. 

At least as damaging to Mr Haider's political fortunes has 
bron the recent departure of Kari-Helnz Grosser, his young 
deputy in Cartnthla, who went into the private sector. 

Mr Haider was ousted as governor from Carinthia in 1991 
after h e prarsed the “orderly employment policies of the Third 
Reich . Eric Frey, Vienna 




TURKISH POLITICS 

Doubt cast on polls plan 

Aksyuta ally or Turkish Prime Minister Mesut Yflmaz 
y^^day c^t doubt on Mr Yfimaz's plan to (festive the gov- 
enment at the end of this year ahead of early elections in 

WQr ? S 313001 agreement.- Buterrt Ecavft, 

Ul °oaRta partner, said after a meeting with 

5^"* Mr announ «xl last week hewoufd 

the year to dear the way for a new 
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FT correspondent wins prize a* 

*** Financial Times, has ; 
U ” 9otto ^ ^ economic and financial 
fora£n correspondent In Italy. The annual prize Is awarded by 
the Ungotto Association of Italian industrialists. 
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EUROPE 


Air France on 
attack over 
pilots’ strike 


By Robert erahm In Paris 

Air France management has 
decided to go cm the offen- 
sive against striking pilots 
and push forward plans to 
alter the state-controlled air- 
line's statutes to permit a 
freer hand In imposing sal- 
ary cuts. 

Jean-Cyrll Spinetta. the 
head of Air France, signalled 
yesterday he would call a 
special board meeting this 
week to approve a change in 
Its statutes that would per- 
mit a rewrite of the terms 
under which pay structures 
are agreed. 

This approach risks wors- 
ening the confrontation with 
the pilots, since it will 
involve an entirely fresh set 
of proposals for cost savings. 

The hardening of the con- 
flict also dashes hopes of a 
quick end to the strike by 
the 3.200 pilots. Their indus- 
trial action is now in its sec- 
ond week and is costing 
FFrlOOm i$16.9mi a day. with 
two-thirds of the fleet 
grounded. 

Matters are further com- 
plicated by fact that the 
pilots, led by SNPL, the larg- 
est of six unions, have mis- 
calculated the Firmness of 
Air France management and 
the strong support given to 
Mr Spinetta by Lionel Jos- 
pin's Socialist-led govern- 
menl 

They bad expected that a 
strike close to the soccer 
World Cup would produce a 
quick compromise. But this 
strategy has been eroded by 
the government's willing- 
ness to back cost-cutting at 
Air France, even if this 
causes disruption to the air- 
line's services as official car- 
rier for the World Cup. 


Offer to take 
blame for 
‘dirty war’ 


By Tom Bums in Madrid 

Jose Barrionuevo, former 
Spanish interior minister, 
yesterday denied at a 
Supreme Court hearing that 
he knew about death squads 
operating against suspected 
Basque separatists, but said 
he would consider incrimina- 
ting himself if charges 
against 11 former officials on 
trial with him were dropped. 

Mr Barrionuevo, interior 
minister between 1932 and 
1959, told the hearing in 
Madrid into "dirty war" 
activities during the early 
1990s he had "never given or 
permitted an illegal order". 

Mr Barrionuevo. who faces 
charges of kidnapping, 
belonging :o an armed group 
and misappropriation of 
funds, said earlier state- 
ments by his vo-dcfcndants- 
linking him to a shadowy 
group called Cai. or Ac'.:- 
Terrorist Liberation Groups, 
were "pure invention". 

Gal conducted an 
undercover war against the 
Eta terrorist group in south 
west France, considered a 
safe haven for Basque sepa- 
ratists. that claimed 23 vic- 
tims botweeu 1953-1937. The 
trial centres on the first of 
Cal's undercover actions - 
the kidnap late in I9S3 of 
Santiago Marey, a Spanish- 
Basque resident in France 
who had been mistaken for 
an Eta leader. 

Mr Barrionuevo 's offer to 
take the blame for Gal was 
brushed aside by the presid- 
ing judge. In earlier state- 


Italy’s centre-left 
fares badly in polls 


By Jxmw B&z in Rome 

Italy's ruling centre-left 
coalition has fared badly in 
the second round of mayoral 
elections held on Sunday, 
winning five out of 16 seats 
in prov incial capitals. 

In a result which contra- 
dicts expectations that the 
government is enjoying an 
electoral dividend after tak- 
ing Italy into a single cur- 
rency. Silvio Berlusconi's 
centre-right Freedom Alli- 
ance grouping fared better 
thin expected, taking 10 
mayoral seats. The centrist 
former Christian Democrats 
took one. 

The most remarkable 
results were In Parma, 
Piacenza and Lucca, where 
Mr Berlusconi's grouping 


won the race for mayor, 
even though these are 
staunchly leftist strong- 
holds. 

The result in Parma meant 
that, for the first time In 50 
years, the left has been 
beaten in a big city in the 
“red" region of Emilia Rom- 
agna. 

But there were signs yes- 
terday that these results 
ought to be treated with cau- 
tion. 

With a turnout at 53.4 per 
cent, the number of people 
voting was surprisingly low 
by Italian standards. 

Splits between the parties 
of tide left over who should 
be the candidate in some 
mayoral races also reduced 
thi- national, political signifi- 
cance of the result 


French government takes aim 
at Toulon's naval shipyard 

A strike has followed efforts by Alain Richard, defence minister, 
to break the monopoly in repair work. Robert Graham reports 


The government is com- 
mitted to floating 20 per cent 
of Air France this year and 
any climbdovvn might have a 

negative Impact on potential 
investors. 

Until now. Air France 
management has been trying 
to find FFr500m annual 
savings by persuading pilots 
to accept a 15 per cent cut in 
salaries In return far shares 
in the airline, due to be 
partly privatised later this 
year. 

The pilots opposed this, 
arguing they had no wish to 
be locked into Air France 
shares for an unlimited 
period. They also objected to 
pay differentials for freshly 
qualified pilots introduced in 
1997. 

The change of manage- 
ment tactics follows four 
abortive negotiating sessions 
last week. But the prospect 
of imposing a new single 
reworked grid, including for 
freshly qualified pilots, in 
which all salaries are cut, 
may be no more than a 
threat to force pilots to 
accede. 

The management seems to 
be counting on growing 
anger among the rest of its 
45.000 stall over the pilots' 
stance. 

As a sop to the unions, the 
government has voiced its 
willingness to help develop a 
fourth and fifth runway at 
Roissy, the main Paris air- 
port. 

This would help expand 
Air France operations and 
underwrite the airline's 
plans to expand its fleet, 
guaranteeing more employ- 
ment. But the losses now 
being incurred are already 
casting a shadow over such 
development plans. 


F or 24 years Gilbert 
Albert ini has worked at 
the naval dockyards in 
Toulon, and he refused to 
believe the way things are 
done should change. 

"We repair the French 

navy's ships, and no one else 

should do the job. The pri- 
vate sector has no role 
here," he said. 

Mr Albertini is one of the 
local union leaders behind a 
six- week-old strike whose 
purpose is to prove this 
point. 

The strike has seriously 
disrupted the TOulon dock- 
yards (DCN). the heart of the 
French navy's presence In 
the Mediterranean. 

The Industrial action was 
prompted by the Socialist-led 
government's decision to 
break the DCN's monopoly 
in naval repair work. The 
amount of work Involved is 
small, but the precedent has 
been set at a time when the 
government Is seeking cuts 
in the defence sector, which 
is heavily overmanned, espe- 
cially on the naval side. 

In Toulon the DCN is sar- 
castically known as the 


ments co-defendants, who 
include the former civil gov- 
ernor of the Basque province 
of Vizcaya. Juli&n Sancristo- 
bal. and senior anti -terrorist 
officers, have described in 
detail the role that they 
played m the kidnap of Mr 
Marey and the launch of Gal. 

Yesterday's court bearing 
starkly highlighted the 
opposing pleas in a trial that 
has polarised public opinion. 
Former Socialist prime min- 
ister Felipe Gonzalez. who 
appointed Mr Barrionuevo to 
the interior ministry and 
will be called to witness 
stand next week, has said 
the hearing is a political mis- 
take that will only serve to 
benefit Eta. 

Only Rafael Vera, who was 
Mr Barrionuevo's number 
two at the time, has Joined 
the former minister in deny- 
ing the charges. The former 
police officers on trial said 
they were following orders 
they understood were issued 
by the interior ministry. 

.Mr SancrislObai, who 
admits responsibility for 
organising GaL claimed be 
had informed Mr Barrion- 
uevo or the Initiative and 
received secret government 
funds from Mr Vera to 
finance the undercover 
group Mr Barrionuevo. like 
Mr Vera, rejected charges he 
had distributed secret funds. 
He insisted that his record 
as interior minister was 
“clean and honest" but 
admitted he was “never curi- 
ous to find out the details of 
poller operations”. 


“sweatshop" because of the 
easy Jobs-for-life there 
enjoyed by the 3,700-strong 
workforce. 

“We fear this is just the 
opening of the door to much 
bigger things." said Mr 
Albertini, of Force Ouvrifire, 
one of the three main unions 
at the yard. "We know 
defence is no longer such a 
priority. This is a test case at 
the DCN, and we can't afford 
to see Job lasses here in TOu- 
lon where there's 17 per cent 
unemployment - among the 
highest In France." 

The row centres an the 
emergency repair contract to 
the Var, a supply ship, and 
the Jules Veraes. an oceano- 
graphic vessel, which were 
both damaged in a collision 
in January. The French navy 
needed the Var for opera- 
tional reasons in the Pacific 
in the autumn, so repairs 
were a question of both cost 
and time. 

The unions realised in 
early April that the defence 
minister. Alain Ricbard, was 
considering a private com- 
pany. They began their pro- 
tests a month before a deci- 


sion was taken. The contract 
was finally awarded on May 
5, with the defence ministry 
talcing the unusual step of 
revealing contract details. 

These highlighted the 
enormous gap between the 
Toulon dockyards and 
Technltas, the civil group. 

The latter had tendered at 
FFril^m ($l.9ra) with four 
months' work - half the 
price and more than one- 
third quicker than the JDCN. 
Toulon had first offered 
FFr3Sm, to be scaled down to 
FFr23m. 

“We are double the price 
of a private company," Mr 
Albertini conceded, “but 
then the DCN works to 
tighter controls, different 
standards, has proper secu- 
rity and we have to be ready 
for any thin g - the navy can- 
not afford to lose this." 

To limit controversy, the 
defence ministry let the 
Jules Vemes' repairs go to 
the DCN, even though It was 
slower and more expensive 
than Technitas's offer. 

This did not mollify the 
workforce at the DCN. Nor 
were they impressed with 



Saflort at Toulon’s naval dockyard, which has been seriously disrupted by a strike 


subsequent sops, which 
included a pledge to refit the 
Varis armaments in Toulon 
plus the bringing forward of 
some 1999 work into this 
year. The government also 
introduced an attractive 
early retirement package, 
encouraging those older 
than 53 to leave. 

The protests continued 
and. faced with attempts by 
the unions to ensure the Var 
was not handled by workers 
in Marseilles, where it is 
docked, the DCN manage- 
ment came up with a com- 
promise last Fridhy: the Var 
is to be privately repaired in 
Marseilles but under ulti- 
mate DCN supervision. 

The unions were still 
unhappy yesterday with the 
deal, but this was largely 


because they want to try to 
press other claims, including 
guarantees about future 
employment and salaries 
lost because of the strike. 

This tale has wider ramifi- 
cations, because it illustrates 
the difficulties faced by any 
French government in 
breaking with long-standing 
practices - especially in the 
sensitive defence sector, 
which is well behind the rest 
of Europe in restructuring. 

Unlike Margaret Thatch- 
er's government in the 1980s 
in Britain, the French 
administration is not seek- 
ing to privatise and shut 
down dockyards. ' 

Rather It Is trying to make 
a privileged workforce 
understand that with a 
shrinking defence budget, 


the overcapacity of the dock- 
yards cannot be sustained by 
the public purse. 

The yards must be helped 
by winning contracts with 
foreign navies or developing 
diversified activities, such as 
oil platforms being built by 
the DCN at Brest in Brit- 
tany. 

Even the government’s 
own supporters have raised 
worried questions in parlia- 
ment about the long-term 
job consequences of the Var 
precedent, so complicating 
tough action. 

But Mr Ricbard recently 
reminded deputies of the 
bottom line: "Both in 
responding to orders from 
the state or third parties, the 
DCN still has some way to 
go before it is competitive." 
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There's a telecommunications revolution going on in Central and 
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Government by non-politicians 
proves popular with Czechs 

Caretaker prime minister has kept a steady course after parties' 
failing out - but time is nearly up, writes Robert Anderson 


I t is an experiment that has 
been as popular with the 
Czech people as it has been 
unpopular with the coun- 
try's leading politicians: non* 
party government headed by 
a central bank governor 
turned caretaker prime min- 
ister. 

"His [Josef TosovsKy's] 
government definitely 
proved we could manage 

without our major politi- 
cians.” says Ivan Cabal, a 
former adviser to President 
Vaclav Havel, who remains 
the government's biggest 
supporter. 

A general election next 
week will mark the end of 
the experiment. Mr Tusov- 
sky is likely to step down as 
soon as negotiations over a 
coalition are complete, 
though these could go on for 
most of July. 

A lanky, quietly spoken 
career banker. Mr Tosovsky 
only reluctantly accepted the 
task of forming a govern- 
ment from Mr Havel last 
December after politicians 
proved incapable of rebuild- 
ing Vaclav Klaus’s shattered 
coalition. 


His government took office 
at the beginning of this year 
with few observers believing 
it could achieve anything at 
a time when what the coun- 
try desperately needed was 
strong leadership to regain 
momentum in reforms neces- 
sary to achieve membership 
of Lhe European Union. 

Neither Mr Klaus's Civic 
Democrats fODS) nor the 
Social Democrats [CSSD) of 

Milos Zeman would join the 

government. Instead they 
demanded and won early 
elections and limits to Mr 
Tosovsky's ability to make 
policy. 

Mr Tosovsky was forced to 
rely on two small centre- 
right parties from the bro- 
ken coalition and rebel ODS 
ministers. The other half of 
the cabinet was a curious 
collection of academics and 
diplomats. 

In office Mr Tosovsky bas 
set a new political style that 
contrasts with the bectoring 
approach of his predecessor 
and the intemperate rhetoric 
of Mr Zeman. 

He has made only rare 
public statements and has 


kept a low political profile 
but has become - in spite of 
some recent falling off in 
support - tbe country's most 
popular and trusted politi- 
cian. 

He has remained popular 
despite taking what he calls 
a lot of brave decisions that 
bad been postponed by the 
Klaus government. The cabi- 
net maintained its predeces- 
sor's tough budget in the 
face of public sector union 
wage demands and CSSD 
objections to big rises in reg- 
ulated rents and utility 
prices. The economy has sta- 
bilised. though high interest 
rates have hit company earn- 
ings and led to what many 
believe is an overvalued 
exchange rale. 

On foreign policy, the gov- 
ernment ignored CSSD calls 
for a referendum and pushed 
ratification of Nato member- 
ship through parliament It 
also - despite picking a 
futile fight over apple 
imparts - began the first 
serious preparations for EU 
membership. “Things were 
not much prepared." says Mr 
Tosovsky. "We had to accel- 



Vadav Klaus (right) and MDos Zeman (left) demanded early pate 


erate the whole process of 
preparation." 

Little new legislation has 
been put forward by the gov- 
ernment because it has not 
had sufficient time or sup- 
port. Parliament merely 
completed tbe passage of 
existing legislation, in par- 
ticular reform of tbe poorly- 
functioning capital markets. 

But the government did at 
last agree the first foreign 
investment incentive 
scheme, which had been in 
preparation for nearly a 
year. 

Progress on privatisation 
has also been limited. Two 
important long-awaited sales 
were at last completed: 
Investicni a Postovni Banka, 
the third largest bank, to 
Nomura Securities and Aero 
Vodochody. the aerospace 


company, to Boeing. But the 
privatisation wave promised 
by Ivan Pilip, finance minis- 
ter. did not happen. 

Advertisements for tbe 
long-awaited sale of the 
other three big Czech banks 
are being placed before the 
end of July but it will be up 
to the incoming government 
to continue the process. 

“We wanted to make the 
whole process very transpar- 
ent and use only public ten- 
ders." says Mr Tosovsky. 
"But this takes time." . 

However, the prime minis- 
ter believes that - despite a 
promise to the CSSD not to 
take any irrevocable deci- 
sions - it will not be easy for 
the next government to stop 
banking privatisation- “To 
stop it will be a domestic 
political issue and foreign 


investors and markets would 
probably react," he says. 

The privatisation of the 
highly developed Czech 
banking sector, which is 
industry's main owners and 
lenders. Is seen as vital to 
the restructuring of Czech 
enterprises to prepare for EU 
membership. 

The running fight with the 
CSSD has been perhaps the 
government's biggest failure. 
After winning a vote of con- 
fidence at the end of Janu- 
ary with CSSD support, the 
government has been able 
largely to ignore it Social 
Democrats charge that what 
Mr 7-gTnan pans the “the gov- 
ernment of bankers” has 
pursued a largely rightwing 
agenda without a mandate 
to do so while pretending to 
be independent 

In spite of the risk of 
renewed deadlock, a continu- 
ation of non-party govern- 
ment is unlikely. The politi- 
cians are itching to be back 
in charge and - whatever Mr 
Havel's preference - it will 
be difficult to persuade Mr 
Tosovsky to stay on. 

“Personally I would be 
happy to be out of politics as 
soon as possible." he says. “1 
don't like being a politician. 

1 was a little bit farced to do 
this job - it was difficult to 
refuse.” He says he is 
already looking forward to a 
future outside politics: “My 
first priority’ is a long holi- 
day and then a return to 
banking in some capacity." 


Signs grow 
of ‘low’ rates 
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Some consultants specialise in strategy. Others focus on new technology. 
What too many fail to recognise is that without significant change to the 
processes people use with these new strategies or technologies. 

their promised returns wifi never be fufly realised. 

At Deloitte Consulting we have always understood how critical people are 
to implementing real, lasting change. You can see it in our working style - a 
uniquely flexible, respectful and collaborative approach that prompted 
one analyst to tell Computerworld T “We hear time and again 
that they are the most user-friendly." 

Which is important. Because it helps us get your entire organisation, 
from boardroom to backroom, to buy into changes at hand. 
And gives us the ability to transfer the knowledge and skills your people 
will need to deliver the full benefits of any new strategies and technologies. 
And to keep those improvements from unraveling after we’ve gone. 

For results you can count on today. And build on tomorrow. 


A very different approach. For very different results. 
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ECB watch 


By Wolfgang Muncbau hi Basle 

The Bank Tor International 
Settlements, the interna- 
tional organisation of central 
banks, says European inter- 
est rates should be kept low 
ahead of tbe euro’s official 
launch next January. 

Us views add to a growing 
body of opinion that interest 
rates under economic and 
monetary union (Emu) 
should be closer to current 
low rates in Germany and 
France than to much higher 
rates in southern Europe. 

A majority of financial 
analysts believe that tbe 
European Centra! Bank 
(ECB) will start its monetary’ 
regime with Interest, rates at 
around 4 per cent. Com- 
ments from the BIS and sev- 
eral central bankers suggest 
that this may over-estimate 
the most likely starting rate. 

Short-term interest rates 
now vary from about 3J per 
cent in France and Germany 
to about 5 per cent in Italy. 
These rates must converge 
under Emu- In its ann ual 
report, the BIS says the rela- 
tively high rate levels in Por- 
tugal. Ireland, Italy and 
Spain were caused in part by 
exchange rate uncertainty in 
those countries. 

It says: “In Judging the 
appropriate level of 
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Short-term rates, it should bo 
recognised that inflation 
rates have remained very 
low. and that the ECB may 
enjoy greater credibility 
than individual central 
banks may have done in the 
past.” 

Alfons Verplaetsc. tbe Bel- 
gian central bunk chief, said: 
"The process of convergence 
of interest rates - leading 
ultimately to a single set of 
interest rates on .January 1. 
1999 - should be towards the 
lower levels prevailing m a 
number of countries of the 
euro area." 

Andrew Crocketu general 
manager of the BIS. said 
that the EU area fared no 
inflationary pressures 
"beyond any horizon we can 
overlook today”. 

Combined with tbe latest 
economic forecasts, this 
would point towards a sce- 
nario of relatively low infla- 
tion and strong economic 
growth. 

According to SBC War- 
burg Dlllou Read, economic 
growth in the E-ll area - the 
11 countries adopting the 
single currency in the first 
wave - is likely to go up 
from 2.3 per cent last year to 
2.9 per cent this year and 3.1 
per cent in 1999. The growth 
is underpinned largely by 
domestic demand, it said in 
a recent paper. 

Goldman Sachs also pre- 
dicts a demand-led recovery, 
helped In part by a rebal- 
anced "fiscal-monetary mix”. 
• The table deft) covers the 
II European Union countries 
which will join economic 
and monetary union from 
January 1^99- The data, pro- 
duced by Eurostat, tbe EU’s 
statistical office, treat the 
countries of the future euro- 
zone as a single economy 
and will be published an the 
European pages of the 
Financial Times every Tues- 
day. The series will be 
expanded to include other 
relevant statistics as they 
become available. 

Editorial comment. Page 15 


EU ministers 
haggle over 
drift net ban 


By Michael Smith in Brussels 

A European Union ban on 
the use of drill nets in open 
seas was under negotiation 
last night with fisheries min- 
isters haggling over how it 
should be implemented. 

The UK, as holder of the 
rotating EU presidency, pro- 
posed drift netting should be 
phased out over four years, 
rather than the three previ- 
ously suggested, in an effort 
to win over opponents, 
including Prance. lor a ban 
aimed at protecting dol- 
phins. 

But Spain was insisting on 
strict annual targets for tbe 
phasing out. A deal was con- 
sidered likely, but diplomats 
warned the talks could break 
down without agreement. 

Any ban would be accom- 
panied by financial aid for 
the fishermen affected in the 
UK, Ireland. France and 
Italy, the only countries 
which still have boats using 
drift nets. 

Drift net fishing has been 
dubbed the “wall of death" 
by environmentalist cam- 
paigners. 

The nets are meant mainly 
to catch tuna and swordfish, 
but snare thousands of dol- 
phins each year, which are 
thrown back into the sea as 


unwanted by-catch. 

A study of 10 British boats 
using the nets in 1996 found 
that 160 dolphins had died 
after being caught in them. 
The striped dolphin has its 
numbers cut by 2 per cent 
each year because of the 
nets, according to some esti- 
mates. 

The proposal which was 
under consideration yester- 
day would provide an 
exemption from the ban for 
the Baltic Sea. where most 
nations argue there is only a 
limited by-catch. 

Of tbe four countries 
which still have drift net 
fleets. Italy has the largest, 
with several hundred boats, 
though it already has a pro- 
gramme to reduce them. 

France has about 35 boats. 
Ireland about 10 and the UK 
only about five. 

Fishermen who are 
affected by the ban would be 
eligible for aid for convert- 
ing drift nets boats to more 
selective methods of catch- 
ing tuna, for retraining pro- 
grammes, and for decommis- 
sioning boats. 

Details of tbe aid have still 
to be worked out. though the 
money would have to come 
from existing budgets wi thin 
the EU’s structural funds for 
assisting regions. 


Russian telecom 
sale moves closer 


By John ThomM! In Moscow 


The Russian government is 
fi n ali s ing plans to privatise 
another 25 per cent stake of 
Svyazinvest, the telecommu- 
nications company, after an 
independent valuation com- 
pany estimated the share- 
holding's worth at SMbn. 

The terms of the privatisa- 
tion are likely to be unveiled 
by the end of July, with lhe 
government hopeful of 
receiving the proceeds by 
November 10. 

The government is desper- 
ate to speed up its privatisa- 
tion programme to ease the 
pressure on the public 
finances, but the task has 
been complicated by the 


political furore that sti 
rounds sales of impo 
state assets. 

The sale of a 25 per 
shareholding in Svyazi 
for Si.sbn last At 
sparked a row among 
of Russia's most prom 
businessmen. The wit 
consortium included < 
imbank, the Russian 1 
rial -indus trial group, ar 
financier George Soros. 

The Kremlin also n 
yesterday to pre 
regional governments 
raising funds abroa 
excessively high int 
rates. The finance mir 
will now regulate 
planned borrowings 
municipal authorities. 
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Strong growth in MiniDisc system sales 


By Afiea RawsUnm In London 

Sales of MiniDisc systems, 
the recordable audio format 
race balled as a successor to 
the compact disc, are now 
showing strong growth and 
could double over the next 
two years, according to a 
ilew research study. 

the number of MiniDisc 
systems sold worldwide will 
rise from B.am in 109 ? to 
iO.Bm this year, according to 
a study by Market Tracking 
International (MTfi, the 
research consultancy, and 
could increase to J&am in 
2000. 

However, increasing avail- 


ability of inexpensive com- 
pact disc recorders Is expec- 
ted to liimt the long-term 
sales potential of the MM- 
Disc market, as could the 
development of advanced 
compact discs, such as DVD 
Audio and Super Audio CD. 

When Sony, the Japanese 
consumer electronics group, 
launched the MiniDisc in 
1992, It hoped the new far* 
mat would become estab- 
lished as a mass market 
product, like the compact 
disc and cassette tape. 

However, initial sales fell 
below Solly's expectations, 
partly because the new for- 
mat was introduced at a 


time of recession and partly 
becatlSe Consumers were 
confused by the simulta- 
neous latmch of the digital 
compact cassette, a rival for- 
mat developed jointly by 
Japan’s Matsushita and Phil- 
ips of the Netherlands. 

Industry observers also 
suspected that, although 
MMDise systems ware mate 
easily portable than compact 
discs and. unlike them, 
offered a recording facility, 
the difference in duality 
between the two was not suf- 
ficient to persuade consum- 
ers to invent in the new one. 

Despite these concerns, 
MiniDisc sales have risen 
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Steadily since the lighter, 
cheaper third generation of 
systems was introduced in 
1996. Most of this increase 
has come from Asia, princi- 
pally from Japan, and con- 


sumers have tended to buy 
MlnlDlscs as a complement 
to their existing compact 
disc systems, rather than as 
a replacement. 

Sony Is investing heavily 
in marketing to try to sus- 
tain the Aslan sales Increase 
and to extend it into North 
America and Europe. MT1 
expects to see fairly robust 
growth from sales of lD.Bm 
units this year, to 16.6m in 
1999 and 2L9m in 2000. 

it estimates MiniDisc sales 
could reach 65.7m units in 
2005, but this may be eroded 
by the growing popularity of 
CD-Recorders. which now 
retail for as little as 1250, 


only slightly mare than a 
MiniDisc By stem. Another 
source or competition could 
be the new generation of 
advanced CDs, providing the 
industry defuses the threat 
of a format war between 
competing technologies. 

Ode consortium of compa- 
nies. including Toshiba and 
Time Warner, is working on 
DVD Audio, while another 
camp, led by Sony and Phil- 
ips, is developing a rival 
Super Audio CD system. 

Net Gains For Musk On-Line 
is published for £J49 by MT1 
Lid. 7 Archway Business Cen- 
tre. London N19 4RO. 

TeL 0171 2B3 1365. 


EU-US antitrust pact will 
cut market access disputes 


By ftkthflrt Waffle 
to Washington 

A ground-breaking antitrust 
agreement between the tlS 
and the European Union will 
help prevent international 
trade disputes over access to 
foreign markets, according 
to US officials. 

Joel Klein, head of the 
antitrust division at the US 
Justice Department, said the 
competition accord signed 
last week represented a new, 
effective channel for 
businesses to resolve their 
complaints about market 
access. The deal allows US 
and EU competition officials 
to ask each other 'to 
investigate anti-competitive 
business practices by 
companies based in their 
counterpart's territory. 

It alms to improve the 
quality of antitrust inquiries 
and enforcement action by 
relying on the powers of 
local officials. 

For the US, the accord, 
signed by the Justice 
Department and die Federal 
Trade Commission, also 
represents a Way of avoiding 
a European repetition erf the 
controversy with Japan over 
Kodak film sales. 

Last year, US trade 
officials lost their 
high-profile case before a 
World Trade Organisation 
disputes panel after 


allegations that Japan's 
photdfflm market was rigged 
against foreign competition, 

the case centred on the 
dispute between Eastman 
Kodak of the US and Fuji 
Film of Japan, over the 
availability of distribution 
channels and retail sales 
outlets.. 

unlike their close 
relationship with the EU, 
antitrust officials in the Us 
have no s imilar agreements 
with Japan. 

The US has only agreed to 
formal antitrust co-operation 
with Canada and Australia, 
though n says it is prepared 
to negotiate similar deals 
with other countries with 
"solid antitrust laws and 
institutions'*. 

"This is probably the most 
elaborate and sophisticated 
protocol for dekUng With 
these issues involving trade 
and competition policy, 
Which are sensitive Issues, 11 
said Mr Klein. 

"1 would expect there will, 
from time to time, be 
potentially important 
market access cases, and 
this mechanism will allow 
the business community to 
know that If they have such 
concerns, there la an 
appropriate vehicle for 
dealing with them.” 
•Compared with WTO 
channels, Mr Klein said the 
antitrust accord was "a far 



Kfete haflafl new accord 


more powerful mechanism 
for dealing with these 
market access Issues, while 
simultaneously achieving a 
real mutual respect for 
sovereign enforcement 
activities’*. 

Mr Klein has been a 
staunch opponent of recent 
proposals to extend the 
WTO's jurisdiction to cover 
competition policy. 

Karel Van Miert, EU 
competition commissioner, 
who signed the accord last 
weeki described last week's 
agreement as a way of 
avoiding “certain conflicts". 
He said the Eti and the US 
were able to co-operate 
closely on antitrust issues 
because they bad 
competition policies which 


Were “Very similar, if not 
identical". 

The antitrust accord 
specifically excludes one of 
the most controversial areas 
- mergers and acquisitions - 
because both sets of 
competition officials work 
under different regulations 
with strict legal deadlines 
for reviewing such cases. 

But even in mergers, the 
two sets of competition 
authorities insist they have 
now developed close 
working relationships, 
particularly after their 
highly public disagreement 
over the merger of Boeing 
and McDonnell Douglas. 

Mr Van Miert pointed to 
the current joint scrutiny of 
the $37bn merger between 
MCI Communications and 
WorldCom. EU officials have 
worked closely with their US 
counterparts to force 
concessions from the 
companies over concerns 
about the antl-competltlve 
impact of their combined 
internet business. 

The dose co-operation 
envisaged by last week’s 
accotti is a relatively new 
phenomenon, despite on 
earlier agreement on similar 
Issues in 1991. Since then, 
only one case - Involving 
European computer 
reservations for air tickets - 
has been passed between the 
two sets of officials. 


Threat to Ho 
Chi Minh City 
water project 


By Jotioftau BUchalt In Hanoi 


The Aslan Development 
Bank Is threatening to sus- 
pend a financing facil- 
ity fdr Ho Chi Mlnh City's 
water and sewerage rehabili- 
tation project unless Viet- 
nam accepts an ADB ruling 
on selection of a contractor 
for the scheme's largest com- 
ponent, an llkm tong water 
pipeline. 

The dispute is the latest in 
a series of problems affect- 
ing the much-delayed water 
project, one of the ADB's 
first three projects ta Viet- 
nam, approved initially in 
late 1993. 

The dispute will also delay 
implementation of a second 
5120m build-operate- transfer 
CBOT) water treatment proj- 
ect, awarded last December 
to France *8 Buez-Lyonnalse 
dee Earns, which Is depen- 
dent on water supplied 
through the planned pipe- 
line. 

Vietnam's ministry of con- 
struction has insisted the 
923m pipeline work be 
awarded to another French 
contractor. SOGEA. which 
lodged the lowest bid in an 
open international tender 
last summer. But the ADB 
says that SOGEA's bid 
breached its bidding regula- 


tions by Including a condi- 
tional price-escalation factor, 
and that the contract should 
Instead go to Japan's Mitsui 
Construction. 

The Vietnamese Bide sute 
sequently proposed readmit- 
ting the SOGEA bid without 
the conditional factors, also 
in violation of the ADB's bid- 
ding procedures; mast 
recently. Vietnam proposed 
re-tendering the entire bid. 

However, the ADB has 
Indicated it is not prepared 
to accept further delays io a 
project already behind 
schedule, and which was 
placed on the bank's watch 
list over IB months ago. 
With the existing credit for 
the project due to expire in 
June 1999, the ADB has said 
it will not be extended 
unless some 60 per cent of 
the project has been imple- 
mented by the end of the 
year. So far. less than Xhtt of 
the available ADB loan has 
been disbursed. 

ADB sources note the 
water supply prelect was 
susceptible to delays caused 
by the Vietnamese authori- 
ties’ lack of familiarity with 
the bank's procedures. But 
subsequent problems have 
highlighted Vietnam’s Blow 
and cumbersome project 
approval procedures. 


EU backs 
Georgia 
as transit 
corridor 

By Satina Wftfiaim 
in Tbtel, Beorftta 

European Union officials 
have reaffirmed Georgia's 
importance os a viable tran- 
sit corridor linking Central 
Asia and Europe, during a 
recent visit to a bridge Con- 
necting Azerbaijan and 
Georgia that will strengthen 
the region's economic inde- 
pendence fVo 01 Russia. 

The bridge, funded by the 
EU Technical Assistance to 
the Commonwealth of Inde- 
pendent Biales (Taels), is 
part of a programme to 
develop the Trans Caucasus 
road transport network to 
facilitate trade between 
Europe and Central Asia. 

"The bridge Is a means to 
restore an Important connec- 
tion between Georgia and 
Azerbaijan and implies 
greater connection for the 
whole region," said Hans 
van den Break, EU commis- 
sioner for external relations. 
“We expect a dramatic 
increase in trade when the 
bridge is completed." 

The Ecu 2.6m (f2.8m) 
bridge will run parallel to 
the old Red Bridge, spanning 
the river border between 
Georgia and Azerbaijan. 
When completed In August, 
it will handle four lanes of 
traffic and connect roads 
from Baku in Azerbaijan to 
Georgia's two main Black 
Sea ports: Batumi and Poti. 

Hie EU, the largest pro- 
vider of assistance to the 
three Trails Caucasus coun- 
tries of Georgia, Azerbaijan 
and Armenia, has given 
about Ecu loom to two trans- 
portation and energy pro- 
jects. 

The BU'e Traeeca project 
Is developing transport links 
among the 11 member states 
of Central Asia, the Tran- 
scaUcasiis, Ukraine, Mongo- 
lia and Moldova. Hie energy 
project, lnogate, plans to 
link gas and oil transmission 
grids. The two projects will 
provide alternative routes 
for energy-rich central 
Asian states stich as Kazakh- 
stan and Turkmenistan and 
trade roUteB from Central 
Asia to Europe. 


Indonesia 
may lose 
garment 
markets 


Indonesia faces a further 
sharp - and possibly lasting 
- drop in textile and foot- 
wear exports, sb buyers 
move away because of deliv- 
ery uncertainties In the 
wake of the country's politi- 
cal and economic problems, 
brokers and economists say. 

There Is little sign that the 
textile and footwear sectors, 
which are significant 
employers In Indonesia and 
traditionally a mainstay of 
manufactured exports, 
shared iu the 18 per cent 
overall gain In the non-crtl 
exports for the year to 
March reported last week. 

The figures are viewed 
with scepticism In financial 
markets, and brokers now 
say there Is concern that 
orders moved elsewhere will 
be difficult to win back 
because or severe overcapa- 
city In the rest or Asia. 

Garment exporters have 
generally been able to fulfill 
existing orders, but there Is 
concern about the flow of 
new season orders drying 
Up, said Marl Pangestu of 
the Centre for Strategic and 
international studies. Fash- 
ion-related footwear and gar- 
ment exports rely heavily on 
speedy and reliable delivery 
performance. 

Goverhraent figures show 
the volume of yam and fab- 
ric exports fell over 60 per 
cent between the second and 
third quarters of last year, 
while synthetic fibre exports 
foil about a quarter, frnno- 
tblstB say there wbb a 
pick-up in the final quarter 
as the initial effects of 
rupiah depredation came 
through, but this was fol- 
lowed by renewed weakness 
since January. 

Exports of shoes, half of 
which go to Nike, have 
plunged 30-40 per cent in the 
last tew months, according 
to Mr Anton Suplt of the 
Association of Footwear Pro* 
ducers. “We are facing unfa- 
vourable conditions in the 
trade financing sector and 
that is creating problems 
with the delivery time," be 
said. 
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INDONESIAN DEBT RESCHEDULING BIG US AND EUROPEAN BANKS FACING LOSSES OVER RUPIAH DEVALUATION Work-CtS* 


NEWS DIGEST 


Derivatives risks may be $15bn 


march BHUTAN assistance 


By George Graham In London 
aid Peter Koirtegnon 
in Kong Kong 

international banks are 
struggling to deal with up to 
SISbn of derivatives risks In 
Indonesia excluded from last 
week's $80bn private debt 
rescheduling deal. 

Although most large inter* 
national banks have man- 
aged to reduce their portfo- 
lios of swaps and other 
off-balance-sheet derivatives 
with Indonesian counter- 
parties. they are still esti- 
mated to hold derivatives 
worth between $?tm and 
Sl5bn whose fate remains 
uncertain under the terms of 
the debt restructuring- 


An estimated Slbn of 
derivatives exposure 
Involves Indonesian banks 
and is included in the 
restructuring deal 

Most, however, involves 
Indonesian commercial com- 
panies which raised funds in 
local currency when the 
rupiah was still trading at 
2.400 to the dollar. They 
swapped this money into 
dollars, paying a much lower 
interest rate, on the assump- 
tion that the exchange rate 
would remain broadly stable. 

Since last year’s dramatic 
devaluation. Indonesian 
companies have had to come 
up with five to six times as 
many rupiahs to service 
their dollar obligations. 


Companies dependent on 
rupiah revenues, such as 
property developers and 
domestic retailers, have been 
squeezed. 

One institution which was 
heavily involved in the swap 
business was Peregrine, the 
Hong Kong brokerage house 
which collapsed in January 
with debts now put at $3bn. 

Bankers say, however, 
that leading European and 
US banks are also facing 
large losses. Several claim 
they are still being paid by 
Indonesian counterparties, 
or else have been able to col- 
lect collateral. Some have 
been trying to convert the 
swap exposure into a loan 
with a long repayment 


period, which could then be 
included in the government- 
backed debt plan. 

Western hankers have 
been especially keen to stop 
Indonesian companies from 
thinking that money owed 
under derivative contracts is 
a less urgent obligation than 
an ordinary debt 

M We have been working 
hard to disabuse them of 
that idea," said a senior 

investment banker. 

They are anxious not to 
get embroiled in the notori- 
ously unpredictable Indone- 
sian court system, a Cate 

which met some hanks 
involved in South Korean 
swaps. 

Most of the Indonesian 


derivatives at issue are the 
most basic of swaps. A few 
banks, however, could face 
mis-eeDing allegations from 
clients who swapped when 
the rupiah settled briefly at 
around 4,000, in the belief 
that it would fall no further. 

Complicating the problem 

is the lack of reliable data on 
the overall size of the prob- 
lem. 

It Is also possible that 
some of the lasses may even- 
tually hit local banks which 
were part of the transaction. 
Derivatives activity Is widely 
thought to be behind the 
losses of Bank Ekspor Impor 
announced earlier this year, 
which are thought to be in 
the region of $500m. 


tests 

Habibie 

By Sander Thoanes in Jakarta 
an d Stephen Rdler 
ta Washington 


Asian woes push 
Australian dollar 
to 12-year low 








By Gwen Robinson bi Sydney 

The Australian dollar 
continued its steady slide 
yesterday, a national holiday 
in Australia, plunging 
through the psychological 
barrier of US$0.60 to a new 
12-year low of USSO.5971. 
despite renewed attempts by 
the central bank to support 
the currency. 

In the last few months, the 
currency has lost nearly 10 
per cent of its value against 
the US dollar and is down 
more than 20 per cent from a 

Ansbafian doflar 
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year ago. on growing con- 
cern about Australia's trade 
exposure to troubled Asian 
economies. 

The currency's tumble 
marred last week’s news of 
1.3 per cent growth in gross 
domestic product in the 
March quarter. It awakened 
memories of the Australian 
dollar’s all-time low of 

USS0.572O - reached in mid- 
1986 after Paul Keating, then 
treasurer, warned Australia 
could become a “banana 
republic" because of its rap- 
idly swelling current 
account deficit 

In the first quarter of this 
year, falling export growth 
saw the current account defi- 
cit surge about 33 per cent 
The weakening of commod- 
ity prices and the slide of the 
Japanese yen have added to 
pressures. Similar problems 
in neighbouring New Zea- 
land bave further shaken 
investor confidence. The lat- 
est blow came on Friday 
when the NZ dollar fell 
below US$0.52 after Moody's 
Investor Services placed 
New Zealand's foreign cur- 
rency debt ratings on review 
for a possible downgrade. 
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An Auckland foreign exchange consultant updates rates for the New Zealand dollar yesterday, as the 
currency sank towards 50 US cents Reuters 


Economists fear Australia 
could be next. Both coun- 
tries. they said, are suffering 
from “guilt by association" 
with the Asian region. “It's 
becoming less a fundamental 
trade than a sentiment- 
driven trade and people are 
looking for a proxy for 
Asia," said Lucio Febo. exec- 
utive vice-president of Bank- 
ers Trust Australia. 

Analysts said interna- 
tional sentiment towards the 
Asian region had become so 
negative that the Australian 
dollar was being singled out 
by big hedge-funds because 
“there is at least sufficient 
liquidity to get in there and 


to get out". While most 
Asian currencies are now 
seen as too illiquid to sell, 
the Australian doflar is suf- 
fering the same kind of 
attacks which drove down 
the Asian currencies last 
year, they noted. 

Yesterday's slide in the 
Australian dollar raised 
expectations that the central 
bank would be forced to 
Increase official cash inter- 
est rates to stave off new 
inflationary pressures. Pub- 
licly. the Reserve Bank Is 
emphasising Australia's 
strong economic fundamen- 
tals. But it is believed to 
have spent about A$3bn 


(US$i5bnj late last week in 
a failed attempt to defend 
the currency from aggres- 
sive selling, mainly by US 
Investment banks and 
hedge-funds- At the end of 
April, the Reserve Rank had 
US$14.7bn In reserves. 

Some business leaders said 
a defensive rate Increase 
would have severe economic 
implications. Further fall-out 
from Asia is already expec- 
ted to hurt earnings in the 
manufacturing and export 
sectors, while higher interest 
rates would drag on the ten- 
tative recovery in housing 
and damage fragile con- 
sumer confidence, they said. 


Renminbi seen as Asia’s linchpin currency 


By James Kynge in Beijing 

The renminbi would not 
have to be devalued even if 
tbe Japanese yen declined 20 
per cent from its current lev- 
els. an influential Chinese 
newspaper said yesterday. 

An editorial in the China 
Economic Times, which 
reflects the thinking or a key 
think-tank advising the state 
council (cabinet ». said Bei- 
jing should be concerned 


about how to stimulate 
domestic demand and 
increase tax collection 
rather than fretting over bal- 
ance of payments and cur- 
rency issues. 

Now was the time, it said, 
to show some leadership 
through not devaluing the 
renminbi. “Japan's economic 
leadership role oF the last 50 
years In Asia has been 
shaken,” said the front page 
editorial. 


“Our technology lags 
behind Japan’s by 10 years, 
so it will be very difficult for 
us to become the 'Asian 
leader' but there should be 
no problem for us to become 
Asia's resolute economic bul- 
wark." it added. 

Tbe renminbi, it said, had 
taken over the yen’s mantle 
as the linchpin currency of 
Asia. Devaluation would 
cause havoc in Asian cur- 
rency markets, while Bei- 


jing’s stance against it might 
assist the country in its 
efforts to enter the World 
Trade Organisation (WTO). 

The views expressed by 
the editorial are common 
among Chinese officials and 
academics who hope tbe con- 
tribution China is making in 
not devaluing Its currency 
may convince the US and EU 
that It is a responsible trad- 
ing nation worthy of speedy 
WTO admission. 


The editorial said a yen 
depredation against tbe ren- 
minbi would hit exports to 
Japan and inflows of Japa- 
nese investment. But it 
would also reduce the bur- 
den of China’s yen debts 
held by the central bank. 
This may free the central 
bank’s balance sheet to 
allow extra lending to com- 
mercial banks, thereby help- 
ing to stimulate domestic 
investment. 


Scuffles with police marked 
a march by more than 10,000 
workers in Surubaya yester- 
day, testing the new Indone- 
sian government's stance on 
organised labour in the 
midst of a severe recession. 

The unrest In Indonesia's 
second rity highlighted the 
urgency facing Hubert Nelss. 
Asia-Pacific director of the 
International Monetary 
Fund, who arrived yesterday 
with a team of IMF experts 
to review progress on eco- 
nomic reforms. 

Mr Neiss is under strong 
pressure to recommend 
release of a $lbn stand-by 
credit, which would pave tbe 
way for billions more in mul- 
tilateral ami bilateral aid. 

The existing agreement 
with the IMF will require 
some adjustment - relating 
for example to tbe exchange I 
rate and budget deficit - to I 
take account of the worsen- 
ing economic circumstances, 
while the World Bank has 
said it could consider early 
release of up to $lbn over 
the next two weeks. 

The IMF. meanwhile, has 
departed from its claim of 
neutrality and called for 
political reforms that would 
offer some stability needed 
for investors to return and 
for economic rescue mea- 
sures to have much effect 

The most complicated 
issue is whether to link any 
of this financial support to a 
speedier political transition 
than that now proposed by 
the new president B.J. Habi- 
bie. US nfOHaig said a pre- 
liminary assessment 
suggested the political situa- 
tion was too fluid now to 
make a judgment not least 
because opposition leaders 
had not decided on their 
approach. As a result, the US 
was for now content to allow 
the talks over economic 
assistance to run separately 
from political developments. 

Yesterday's protest was 
the fifth in as many days, as 
workers went on strike to 
push Maspion, their emp- 
loyer, to raise wages and 
benefits. Workers from four 
household appliance plants 
marched to the centre of 
Surabaya and scuffled with 
police when they found their 
path blocked. 

Tbe protest is tbe largest 
since Mr Habibie took office 
last month, following a wave 
of demonstrations by stu- 
dents and more limited 
worker protests. Mr Habibie, 
eager to muster popular sup- 
port. has released a labour 
union leader, recognised his 
union and pledged to sign up 
to tbe conventions of the 
Internationa] Labour Organi- 
sation in Geneva today. 


Japan says aid funds 
were misappropriated 

The Japanese government ye merday oootljmed.tt'^ had 

development assHdanc* ^ ^ ^ 

country, after a report m ® .S^er ODA. said it had dls- 
SSSi!£dl«5« and changes in ODA 

suspicions of misappropriation of feasibility 

veto companies entrusted to cany out 

studies and trading companies which are deeply mvowea 
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to Bhutan worth Y640m ($4.8m) was 
according to the Asahi Shimbun. a 
SShtJ obtained documents , penning to 

The foreign ministry said 

the unauthorised procurement erf nine ■ iSrSr 
which had bewi used by minister-level Bhutan offlaals^tne 

attempt to recover additional funds 
completed and a change In framing programme involving 
Bbutan^hnlcians. The ministry is still confirming the total 
scale of the overall misappropriation. 

Mtctvyo Nakamoto, Tokyo 

ASIAN TURMOIL 

Jump in migration feared 

Economic collapse in south-east Asia could create a sharp 
Increese In illegal migration and trafficking in foreign workers 
in a region which already hosts an estimated 2m or more 
irregular migrant workers, the International Organisation for 
Migration warned yesterday. 

The IOM. a Geneva-based intergovernmental body, said 
economic hardship at home was tempting more people to 
seek work abroad at the same time as existing migrant work- 
ers were being pressured to leave. Both groups coul d be 
pushed Into illegality. Increasing their vulnerability to traffick- 
ers and exploitation by employers. 

Speakfog ahead of a regional Asia Pacific consultation 
meeting in Bangkok today and tomorrow, Yorio Tanlmura. the 
RDM's Asia expert said south-east Asian governments needed 
to co-operate on a region-wide migration management strat- 
egy to avoid destabilising mass movements of migrant work- 
ers. 

The situation is seen as particularly acute for Indonesian 
workers, most of whom look to neighbouring Malaysia for 
employment Malaysia, which has a total foreign workforce of 
1.7m, has announced that work permits for 700,000 foreign 
workers in construction and services, mostly from Indonesia, 
will not be renewed. 

At the same time, the IOM notes, the number of Indones- 
ians caught in the Malacca Straits and suspected of trying to 
enter Malaysia illegally doubled in the first two months of 
1998 compared to 1997. Frances WBiams, Geneva 
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Pessimism on HK-US tie 

An increasing number of fund managers In the Asia-Pacific 
region expect the Hong Kong dollar peg with the US doflar to 
break before the end of 1999, acoordkig to a survey by Merrill 
Lynch, the US Investment bank, and Gallup, the research 
group. 

The survey of 262 institutional investors who manage assets 
totalling $6,570bn also found that fund managers around the 
world turned negative on east Asia’s outlook for the first time 
since December, the lowest point after the crisis broke Iasi 
year. 

Fund managers in Japan were particularly bearish, with sed- 
ers outweighing buyers of Aslan equities by 30 percentage 
points. Some 29 per cent of US managers questioned expec- 
ted the Asian downturn to depress company profits. Pessi- 
mism about equities led fund managers in the Asia-Pacific 
region to seek refuge in cash, with foe average fond holding 
17 per cent of Its assets in fob liquid form. 

Managers who planned to increase liquidity outnumbered 
those planning to cut by 50 per cent in foe region. 

Jane Martinson, Investment Correspondent 


Banking reform for Singapore 


By Shefla McNulty in Singapore 

Singapore announced big 
reforms lo its banking sector 
yesterday, designed to accel- 
erate efforts to transform the 
city-state Into an Asian 
financial hub. 

Lee Hsicn Loong. deputy 
prime minister, said the 
Monetary Authority or Sing- 
apore tMASi. the de facto 


central bunk be heads, 
would use n risk-focused 
approach In examining 
bonks and progressively per- 
mit more foreign participa- 
tion. Singapore also will 
loosen some cumbersome 
banking requirements and ' 
encourage more disclosure. 

“Wo must press on with 
the reforms to our financial 
sector to position ourselves 


as a leading financial centre 
in Asia." said Mr Lee, who 
earlier this year announced 
sweeping reforms of the fund 
management industry. 

The city-state’s sLx local 
bonks were far more prudent 
than rivals in neighbouring 
countries in the build-up to 
the crisis and. therefore, 
were not now overwhelmed 
with mounting bad loans as 
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economies slowed, he said. 
They had “avoided excessive 
credit growth and risk con- 
centrations. and the conse- 
quential problems that now 
beset several Aslan coun- 
tries". 

To maintain that edge 
when the crisis ends, Singa- 
pore banks are to broaden 
disclosure by revealing the 
market value of their invest- 
ments and Stop main ta ining 
hidden reserves. 

“Better disclosure and 
market scrutiny will also put 
banks under pressure to 
operate efficiently and 
deploy resources to uses that 
yield the highest risk-ad- 
justed returns," Mr Lee said. 

The MAS. he said, would 
modify its inspection proce- 
dures from “a bottom-up. 
micro approach, to a top- 
down, risk-focused 
approach". 

Over five years. Singapore 
is to open the financial sec- 
tor progressively to foreign 
competition, ft will also sup- 
port banks which inrite for- 
eign equity partners in heed- 
ing the authorities' call to 
merge. 

In July, Singapore will cut 

the minimum cash hwlanr-n 

requirement for banks to 3 
per cent, from 6 per cent, of 
their H ahllifia^ to align Its 
prudential stipulations with 
international practices. Mr 
Lee said such a large cash 
buffer was less relevant now 
than in the past and elimi- 
nating it would remove a 
competitive disadvantage 
from Singapore’s banks. 

Singapore would also ease 
offshore lending limits. As a 
first step, the MAS would 
raise the Singapore dollar 
resident loan limit on off- 
shore hanks from SSaoom to 
SS300m (US* 177m). Mr Lee 
said. Tbe limit is employed 
to keep the Singapore dollar 
in check in foreign exchange 
markets. 
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HORN OF AFRICA ASMARA ' S RESID ENTS FEAR MORE AIR RA IDS IN CONFLICT WITH ETHIOPIA 

Eritreans are defiant as 
they await fresh storm 


By Mdwb Wrong in Asmara 

In the sun-baked courtyard 
of Asmara’s colonial govern- 
ment complex, employees 
stand pointing at the sky. 
The head of state’s spokes- 
man pokes his head from his 
office window and grams a 
sapphire-blue horizon. 

The sound of an overhead 
Jet is swirling over the villas, 
churches and palm-fringed 
avenues of this Italianate 
capital, and for a while it is 
unclear whether it comes 
from an ~ Eritrean plane 
guarding the city or an Ethi- 
opian jet bent on destruc- 
tion. 

In spite of a two-day lull in 
the air strikes that so disas- 
trously raised the stakes in 
the border dispute between 
Eritrea and Ethiopia last 
weekend, no one in Asmara 
believes the war is over. On 
the contrary, they say, this 
is the c alm before the storm. 

"The Ethiopians have 
openly said they will carry 
out carpet bombing an the 
people of Asmara," says 
Yemane Gbebre Meskel, 
director of President Isaias 
Afewerid’s office. "I believe 


they will do It and tt will be 
blanket a nd indiscriminate 
bombing of civilians.” 

Just who on the Ethiopian 
side could have made such a 
lethal declaration of Intent is 
unclear. But to war-scarred 
Eritreans it seems self-evi- 
dent. 

Why otherwise, they 

argue, , would Meles Zenawi. 
Ethiopia's prime minister, 
declare a 13-hour ceasefire to 
allow expatriates to leave? 
And why would, his jets have 
tried to neutralise the tiny 
Eritrean air force if they 
were not planning a blitz? 

Following on border dis- 
putes with first Yemen and 
Djibouti, the month-long 
frontier crisis has fuelled an 
image of Eritrea as a nation 
obsessed with affir ming its 
existence on the interna- 
tional arena, over-sensitive 
to perceived challenges to its 
five-year-old sovereignty. 

The country's vision of 
itself is radically different. 
Officials Insist that they 
have played a placatory role 
and that the mistaken 
assumption by agressive 
neighbouring states that Eri- 
trea Is a soft touch lies 


behind the proliferation of 
frontier squabbles. 

Defending Eritrea's posi- 
tion, Mr Yemane lays out a 
map of Ethiopia's northern 
Tigray province published 
last year in Addis Ababa. 

In contrast with the map 
published in atlases - based 
on the colonial frontier 
established by Italian occupi- 
ers at the start of the cen- 
tury - It shows the Yzrga 
triangle, a dagger of land 
thrusting south from Eri- 
trea, as being in Ethiopia. 

Brought to Asmara’s 
attention only two months 
ago, says Mr Yemane, the 
map suddenly made sense of 
a series of infiltrations over 
the past year which he says 
have left Addis Ababa occu- 
pying Eritrean land at three 
separate sites. 

“We knew they were occu- 
pying this place and that 
place, chasing out villagers, 
setting up civilian adminis- 
trations. But it seemed like 
local actions because we 
couldn't see the logic.” 

The sense of creeping 
encroachment has triggered 
wild speculation over Addis 
Ababa's long-term aims. 


including the theory that 
Ethiopia, landlocked since it 
granted Eritrea Indepen- 
dence in 1993, could be bent 
on seizing Assab port, re-es- 
tablishing a link with the 
sea. 

Privately, officials talk of 
the desire by the Tigre 
Peop le's Liberation Front 
(TPLF), bard core of Ethio- 
pia’s government, to create a 
"Greater Tigray”. By cutting 
afi Eritrea economically and 
geographically the TPLF, 
they believe, hopes to topple 
the government and claim 
what spoils it likes. 

“There could be a hidden 
agenda," acknowledges Mr 
Yemane. "Maybe there are 
farces in Ethiopia that have 
never accepted Eritrean 
independence.” 

The fact that allies who in 
1991 joined forces to oust 
Mengistu Haile Mariam's 
dictatorship appals ordinary 
residents. But In spite of the 
numerical advantage 
enjoyed by Ethiopia, whose 
120,000 troops compare with 
Eritrea's 46,000. they are in 
no doubt who would win an 
eventual contest 

“They’re crazy." says a 



Ethiopian mXitJa prepare to defend the northern Tigray province 


retired fighter, sipping cap- 
uccino in an Asmara cafe. “If 
they think that after 30 
years of being bombed and 
gassed we’re going to surren- 
der an inch of Eritrea, 
they're dre aming ." 

Yesterday, the evidence 
appeared to support that 
view. Far from recapturing 
the border town of Zalam- 
bessa as claimed, Ethiopia 
was reported to be losing 
further ground against 
advancing Eritrean troops. 

Officially, both sides pin 
their hopes on a joint US- 


Rwanda peace plan, 
endorsed in public by both 
combatants but not put into 
practice. Alarmed foreign 
governments, including 
Italy, are sending mediators 
and the Organisation of Afri- 
can Unity summit in Bur- 
kina Faso provides a chance 
for top-level bilateral discus- 
sions. 

But until direct contacts 
are re-established between 
Mr Afeweriri and Mr Meles, 
former friends who have 
now stopped talking, that 
possibility remains remote. 


BIS urges closer economic co-operation 


By Wolfgang Mflncfaau in Basle 

Economic imbalances 
between the largest industri- 
alised countries contributed 
to the Aslan economic crisis, 
the Bank for International 
Settlements, the interna- 
tional organisation of central 
banks, said yesterday. 

At its annual meeting, the 
BIS called on central banks 
to improve crisis manage- 
ment and prevention policies 
to avoid a repeat of last 
year's turmoil. 

Hans Tletmeyer. president 
of the Bundesbank, spoke 
out against allowing further 
depredation of the yen as a 
means to rekindle the Japa- 
nese economy. 

Mr Tietmeyer’s views 


reflect concern that contin- 
ued depreciation of the Japa- 
nese currency, which yester- 
day fell through the 
symbolic barrier of Y140 
against the US dollar, might 
deal a further shock to the 
international financial sys- 
tem. This view also reflects a 
b elief that currency depred- 
ation will not address the 
underlying structural imbal- 
ances in Japan's economy. 
In its ennnal report, the BIS 
said that the growth of the 
US economy, combined with 
economic stagnation in 
Europe and Japan, had 
accentuated the boom-bust 
spiral in Asia by triggering a 
sharp rise in the US dollar 
against the D-Mark and the 
yen. Several Asian curren- 


cies were affected because of 
their close links to the dol- 
lar. 

“Against this background 
it is not surprising that 
capital inflows into other 
pails of Asia surged, with 
associated upward pressures 


Alfons Verplaetse, the Bel- 
gian central bank governor 
and chairman of the BIS 
board of directors, said inad- 
equate attention had been 
paid to the rapid build-up of 
corporate debt at a time 
when managed exchange 


more circumspect about the 
outlook for the world econ- 
omy. The BIS report noted 
the Aslan crisis would rein- 
force disinflationary trends 
even if the crisis spread no 
further. But they warned 
against an expectation that 


The BIS also called for better and more frequent 
information about international money flows 


on real exchange rates 
and growing trade deficits,” 
the report said. 

The BIS sent a clear mes- 
sage that countries must 
.strive to improve economic 
stability and co-operation to 
avert fixture difficulties. 


rate systems come under 
pressure on the foreign 
exchange markets. The BIS 
also called Tor better and 
more frequent information 
about international money 
flows. 

The central bankers were 


the world economy had 
altered a “new age” of high 
growth and low Inflation. 

Mr Verplaetse said low 
inflation rates in the US and 
the UK were in part due to 
appreciation of the dollar 
and the pound and a benign 


development of raw material 
prices. He warned that mon- 
etary policy should closely 
monitor development of 
asset prices, which “can 
cause lasting damage to the 
banking system and to the 
broader economy”. 

He said the strong expan- 
sion of monetary aggregates 
in some countries "needs to 
be closely monitored”. The 
BIS welcomed the Japanese 
government’s decision to 
recapitalise the banking sys- 
tem and to Improve the 
deposit insurance system as 
a sign that “the authorities 
have finally begun to 
address this fundamental 
proMem". 
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NARCOTICS _ 

Clinton calls for IT war 
on global drugs trade 

US President Bill Clinton yesterday called for a new global 
war against fflkat chugs employing tha latest Information tech- 
nology and the Internet for the sharing o! knowledge and 
experience across national borders. 

Opening a debate at a summit session of the United 
Nations general assembly, convened to approve new strate- 
gies to combat the $400bn a year narcotics trade, he said the 
US was afready scoring successes as the crack epidemic had 
begun to recede, cocaine seizures reached a record level and 
37 per cent less was being spent on drugs than a decade 
ago. 

Mr Clinton announced a new programme by the National 
Institute for Drug Abuse would offer anyone with a computer 
and modem access to the most advanced medical knowledge 
on drugs while an international fellowship programme would 
bring professionals from around the world to work with Ameri- 
can drug fighters. Michael Littlejohns, New York 


HAMAS FOUNDER 

Israel ponders Yassin’s return 

Israel cannot decide whether to allow Sheikh Ahmed Yassin, 
the founder of Hamas, the Islamic Resistance Movement to 
return to Gaza after his tour of Arab states. 

Sheikh Yassin had been feted in several Arab capitals, rais- 
ing funds for Hamas' social welfare network but also posing a 
possible threat to the credibility of Yassir Arafat, president of 
the Palestinian Authority. 

There is concern among Palestinians and Israeli security 
services that some of the kinds could be channelled to the 
military wing of Hamas which has churned responsibility for 
several suicide bomb attacks in Israel. The role of the sheikh 
has caused embarrassment for Benjamin Netanyahu, Israeli 
prime minister, who has repeatedly demanded that Mr Arafat 
crack down on Hamas which opposes the peace accords. 

Mr Netanyahu ordered Sheikh Yassin’s release from an 
Israeli jail lest October feering the blind and iU Hamas leader 
would die in custody and become a martyr. He was released 
as part of a deal Involving the return to Israel from neighbour- 
ing Jordan of two Mossad agents who last September were 
caught red-handed trying to assassinate Khalld Meshal, a 
Hamas official. Judy Dempsey, Jerusalem 


GHANA HEAD OF STATE 


Rawlings endorses Mills 

Flight Lieutenant Jerry Rawlings, Ghana's head of state for 
the past 16 years, has scotched speculation that he will seek 
a change in the constitution to run for a third term as demo- 
cratically-elected president, or encourage his wife to stand In 
his place. 

Instead, he endorsed the candidacy of John Alta Mills, his 
vice-president, to run for the ruling National Democratic Con- 
gress bn the presidential elections (toe in 2000. 

His decision could cause divisions within the NDC, which is 
one seat short of a constitution-changing two-thirds majority 
in parliament Many of its leaders have made little secret of 
their desks to persuade President Rawlings, who is dearly 
more popular than his party, to run again. They fear that Pro- 
fessor Mite, a former tax commissioner, lacks the political 
charisma to win. Quentin Peel, Accra 
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BRE-X SCANDAL TASK FORCE RECOMMENDS MORE STRINGENT STANDARDS FOR FIELD PRACTICES, LABORATORY T E ST S A ND REPO RTING 


Call to tighten Canada mining controls 


By Scott Morrison in Toronto 


Canadas aiming industry 
has been urged to tighten its 
standards in the wake of last 
year's Bre-X Minerals min , 
ing fraud, which cost inves- 
tors more than C$6bn 

(USSrJ.Ibn). 

A task force set up by the 
Toronto Stock Exchange and 
the Ontario Securities Com- 
mission (OSCl has recom- 
mended more stringent con- 
trols on field practices, 
laboratory tests, and report- 
ing and disclosure require- 
ments. 

The task force declined to 


prescribe specific measures 
and instead challenged the 
industry to bike responsibil- 
ity for self-regulation. 

John Carson, the Toronto 
Stock Exchange's senior vice 
president for market regula- 
tion. said the task force tried 
to strike a balance between 
the interests of the investor 
and the cost burden that 
would be imposed on the 
industry by excessive regula- 
tion. The task force cau- 
tioned that new standards 
would reduce hut not pre- 
vent fraud. 

In an interim report, the 
task force recommended that 


the industry implement min- 
imum standards for field 
practices that would be 
supervised by a so-called 
"qualified person". Such a 
person would be an engineer 
or geoscientist who is a 
member of a self-regulatory 
organisation with profes- 
sional standards and disci- 
plinary powers. 

He would be subject to the 
same professional civil liabil- 
ity as a physician or accoun- 
tant, said Morley Carscallen, 
a task force member and 
vice-chair of the OSC. The 
report also called on the bro- 
kerage industry to adopt the 


same standards for securi- 
ties analysts. 

The report proposed to set 
hi gher standards for the dis- 
closure of exploration results 
and the reporting of 
resources and resaves. The 
task force recommended that 
Independent technical 
reports be required in a 
greater number of circum- 
stances, such as in the wake 
of a company’s initial claim 
of a discovery. 

“We agreed that a number 
of problems in the industry 
have stemmed from deficien- 
cies in field practices, as well 
as deficiencies in disclosure. 


and that more attention 
must be paid to ensuring 
generally accepted industry 
standards are practised." Mr 
Carson said. 

To be effective, the task 
force said new disclosure 
standards must be adopted 
by provincial securities com- 
missions across Canada. The 
Canadian Securities Admin- 
istrators, an ad hoc group of 
the nation's regulators, is 
expected to adopt the task 
force’s recommendations 
later this month. 

But as competition among 
the country's stock markets 
has hampered co-operation 


among regulators, it was not 
clear the recommendations 
would be widely followed. 

The reputations of the 
Toronto Stock Exchange and 
the Ontario Securities Com- 
mission was tarnished fol 
lowing the Bre-X debacle, in 
which the mining company 
claimed it had discovered a 

deposit containing more 
than 70m ounces of gold 
Independent testing subse- 
quently revealed those 
claims were false. Supervi 
sory reco mme ndations are 
likely to be implemented by 
the Toronto Stock Exchange 


and the OSC next year. 


US retailers could face long wait for 
Canadian dollar to start climb back 


Tourists north of the border have stopped flocking across the bridges at Niagara 
Falls in their hunt for bargains in New York State, writes Edward Alden 


I t's Saturday afternoon at 
the start of the summer 
tourist season, but the 
parking Iol at the huge Nia- 
gara Falls factory outlet mall 
In New York Suite near the 
Canadian border is still one- 
third empty. 

“It's not nearly as busy as 
it used to be, because of the 
dollar." says one retailer of 
high-grade leather goods. 
Seven or eight years ago, 
when the Canadian dollar 
was as high as 89 US cents, 
she adds, the bridges over 
the Niagara River were 
jammed with Canadians 
coming down to shop for 
bargains. But today, that 
same dollar is worth less 
than 69 US cents. “And that 
really kills us.” 

One golf shop in the mall 
is accepting Canadian 
money at just a 20 per cent 
discount and business has 
surged. But most other 
stores are just hoping to ride 
out the lull until the Cana- 
dian dollar starts to climb 
back. They may wait a long 
time. 

Despite increasing pres- 
sure from the financial mar- 
kets, Canada has allowed the 
dollar to continue falling 
without any serious inter- 
vention to prop it up. For the 
past few months. Gordon 
Thiessen. Bank of Canada 
governor, has refused to 
defend the lagging dollar by 
raising interest rates. Since 
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Gorton Thiessen, taft, with Michel Camdessus AP 


be said last month that he 
does not want rates to rise 
over the next six months, 
the dollar has fallen another 
1.5 per cent 

The bank's dilemma is 
this : Canada’s economic per- 
formance does not warrant 
higher Interest rates, but the 
negative spread between US 
and Canadian bond yields 
has made investors reluctant 
to hold the currency. 

The bank bas already 
raised rates by 175 basis 
points over the past year. A 
further increase could choke 
off recovery when unemploy- 
ment is still over 8 per cent 
and inflation is below 1 per 
cent annually. Yet by refus- 
ing to move, the bank has 
condemned the dollar to fall. 

Mr Thiessen ’s approach 
has launched a debate 


among some usually 
like-minded economists. 
Sherry Cooper, chief econo- 
mist at Nesbitt Bums, has 
denounced the soft dollar 
policy, charging it erodes 
Canadian living standards, 
encourages a brain drain to 
the US and ignores market 
pressures that will force a 
rate increase. 

That has spurred John 
McCall urn, chief economist 
at the Royal Bazik of Can- 
ada. to jump to the bank’s 
defence. He commended Mr 
Thiessen for putting Cana- 
da’s economy first, noting: 
“There are some, with 
offices not too far from mine 
on Bay Street, who will 
always clamour for higher 
interest Tates and a stronger 
currency". 

The virtues of a weak dol- 


lar are. in the short run, 
fairly evident Low interest 
rates have helped Canada 
post what is expected to be 
the strongest growth of any 
Group of Eight economy this 
year. Exports to the US are 
surging, tourism is up and 
Canadians are spending 
their money at home rather 
than abroad. 

Defenders of the weak dol- 
lar say it is a result of forces 
beyond Canada's control, 
particularly soft commodity 
prices, caused largely by the 
Asian crisis. Australia, for 
instance, another resource 
dependent economy, has 
allowed its dollar to fall from 
more than 78 US cents to 
less than 62 US cents. 

But that argument ignores 
the longer term erosion in 
the Canadian currency’s 


value, which fum enntimreri 
despite fluctuations in com- 
modity prices. Ms Cooper 
calls it a 25-year bear market 
in which the nanadian dollar 
has lost more than 30 per 
cent of its value. 

Jeff Rubin, chief econo- 
mist at CIBC Wood Gundy, 
says the declining dollar is a 
result of lagging manufac- 
turing productivity com- 
pared to the US. given that 
trade between the two coun- 
tries is about 70 per cent in 
manufactured goods. 

But he says raising inter- 
est rates would probably be 
self-defeating; a better 
course would be for Ottawa 
to stimulate the economy 
with tax cuts. After three 
decades of budget deficits, 
the government cut spend- 
ing and raised taxes in the 


early 1990s and Is expected 
to show a surplus of as 
much as C&Obn (US$6-9bn) 
this year. Monetary policy 
simply cannot make up for 
that kind of fiscal drag, Mr 
Rubin said. 

111810 is dearly a limit to 
how far the government and 
the Bank of Canada will 
allow the Canadian dollar to 
slide. Ottawa recently 
authorised an extra 
USS2JJbn in bond issues to 
beef up its foreign exchange 
war chest Currency traders 
say the bank kas also sig- 
nalled clearly it will inter- 
vene if the dollar were to fall 
sharply. • 

But nobody knows just 
what the hank would con- 
sider a sharp falL Mr Thies- 
sen seems happy to keep 
everyone guessing. 


Dead horses, live issues and Pete’s last stand 


More proposals are being prepared for Californians to 
vote on in the next round of elections in November. The 
ideas range from the irresistible to the unpalatable 




Letter from 
Los Angeles 

Christopher Partes 


T he ink is barely blotted on 
the lawsuits inspired by 
last week’s round of 
Californian voter initiatives and 
the next batch of propositions 
and cheques is already being 
typed up for the November 3 
election. 

There is plenty in there to 
enliven and enrich what 
promises to be an uninspiring, 
low-budget run-oH for the job 
of governor between Gray 
Davis, a Democrat 
unburdened by chansma, and 
Dan Lungren. a run-of-the-mill 
Republican. 

Among the first propositions 
to make it to the list of 
runners is a measure, 
confirmed last Fridjy, which 
would reward with jail time 
anyone lound guilty ot 
indulging m or promoting 
hippophagy. 

Eating horses is an 
un-Amoncon activity too close 
tc* cannibalism for the comfort 
of the California Equine 
Council. It says its purpose in 
promoting posthumous 
protection is to recognise and 
honour the role of the horse 
and its less comestible 
cousins - the mule and the 
burro - in the state’s heniage. 

The bear, an icon which 
adorns the state flag, would 
also be offered additional life 
cover by a call to ban 


trapping, with obvious 
exemptions for mice. 

To judge by the ease and 
speed wtth which their 
backers gathered the 
near-500.000 signatures 
necessary for inclusion in the 
autumn ballot sheet, and the 
absence of any big-bucks 
opposition, neither is going to 
meet much resistance. 

Less certain Is the outlook 
for the third measure already 
an the list, which would allow 
Native Americans to operate 
full-scale Las Vegas -style 
casinos on their reservation®. 

The Indian people’s rale in 
California's heritage may 
ultimately not count for much 
when weighed against the 
bankrolls of the Nevada 
gambling industry and its 
allies, which have already 
launched lawsuits to scratch 
their entrant from the race 
card. 

Large amounts of money, 
without which no election 
cycle would be complete, are 
already being counted out as 
the ballot sheet fills up. 

Even though it has not yet 
been assured of a place on 
the ballot, a proposal to pull 
the plug on electricity 
deregulation has also drawn 
preliminary legal counters, and 
no one expects the tobacco 
industry to sit by quietly if a 



bidding to leverage it In what 
wfll be his last stand against 
his devoted opponents in the 
teaching unions. 

Down in the small print is a 
cluster of clauses bearing the 
indelible Imprint of the 
governor’s long-frustrated 
demands for more 
accountability: measures to 
rank teachers' performance by 
their students’ grades, ensure 
they are property qualified, 
and kick poor-performers out 
of the profession. 

The unions are heavily 
handicapped - $700,000 the 
poorer after their failed 
attempt to avert last week’s 
vote to end bilingual 
education - and Governor 
Wilson, who has flogged his 
share of dead horses during 
his eight-year tenure, knows a 
live one when he sees ft 
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Lungren (left} and Davis: set for an uninspiring race 


measure to endanger 
smokers’ financial health with 
an extra 50 cents tax makes 
the grade. 

At issue in the power play is 
the estimated S28bn the 
electricity companies are to 
be reimbursed, courtesy of 
consumers, to cover the costs 
of nuclear plant and other 
uneconomic assets. 

That should prove incentive 
enough for the three dominant 
utilities to dig deep to coulter 
a measure which is bemg sold 
to consumers as a chance to 
vote themselves an immediate 


20 per cent cut In then- 
electricity bills. 

This tendency towards 
bundling the irresistible and 
the unpalatable, setting one 
interest group against another, 
is also apparent in the effort 
becked by outgoing Governor 
Pete Wilson to fix state 
budget quotas to guarantee 
funds for continued cuts in 
school class sizes. 

Reducing classroom 
overcrowding has been one of 
the few popular policies 
successfully promulgated by 
Mr Wilson, and he ts now 


The accident rate and 
congestion had become so 
bad and the road rage had 
reached such a pitch that it 
was only a matter of time 
before the police cracked 
down on the most westerly 
highway hn the US. 

The Santa Monica Bay bike 
path, a 10 ft- wide beech road 
which sweeps 27 miles north 
from Venice, recently became 
the target of a saturation 
ticketing campaign which has 
set cydist against skater 
jogger against skateboarder. 

Striving to follow the letter 

of the law, and maintain the 


path’s intended purpose as a 
recreational route for the 
pedalling set, the cops struck 
first at the in-line skaters who 
now domtoate the traffic. 

Fazed by the protests, they 
have now taken a shot at the 
joggers - last month booking 
50 of the poor mugs mostly 
blamed for, and who usually 
end up at the bottom of the 
multi-body pile-ups. 

Exhibitionist Avenue, as it 
might be more appropriately 
known, is one of the city’s 
great unsung tourist 
attractions. It teems at 
weekends with every form of 
humankind, gfcfing and 
hobbfing in a ceaseless 
two-way stream. 

Bums schlepping their 
bagged-up belongings on 
boneshakers mingle with 
unicyc&sts, regulars such as 
the blading guitarist In a 
turban, “fkissers" in thongs, 
unicyclists, saflboerders, and 
flailing holidaymakers losing 
the fight against gravity and 
unruly skate wheels. 

As might be expected in the 
realm of the wheel, the 
pedestrians who must cross 
the path to get to the sea-side 
of foe route, are paid scant 
regard to the efforts to find a 
solution. 

While funds are being rased 
at least to double the width of 
the track, the only provisions 
likely for the 55m cooler-toting 
lemmings who yearly brave 
the maelstrom are pedestrian 
crossings and tickets for 
jay-walking. 


Reshuffle of 

Peru cabinet 
a ‘facelift’ 


By SaRy Bowen In Lima 


A shake-up of Peru’s cabinet 
over the weekend has been 
labelled a facelift for the 
country’s economy rather 
»t>nn a change in direction. 

Jorge Carnet, the long- 
serving economy minister 
who has steered Peru 
through economic turbu- 
lence to relative c alm over 
SV* years, is succeeded by 
Jorge Baca Campodonico. a 
technocrat who can be relied 
on to comply scrupulously 
with Peru’s programme mon- 
itored by the International 
Monetary Fund. 

As head of the efficient tax 
authority Sunat since early 
1997, he is a devotee of fiscal 
discipline. Mr Carnet’s back- 
room economy team is 
unlikely to change. 

Despite the successes of 
the past few years in curbing 
infla tion and rescheduling 
the foreign debt, Peru’s cur- 
rent macro-economic posi- 
tion is giving grounds for 
concern. 

A series of poor indicators 

is Immin ent: April gTOSS 
domestic product fell by 
some 3 per cent and the 
trade gap has widened 
sharply to about $l- 2 bu for 
the first four months. 

The deficit on current 
account rose to 7.4 per cent . 
of GDP in the first quarter, . 
though the economic team ' 
fngjgtad it remains manage- 
able. since four-fifths is cov- 
ered by long-term capital 


Violence as 
Mexican 
rebels surface 


By Leslie Crawford 
m Mexico City 


Guerrilla violence has 
resurfaced in the state of 
Guerrero, on Mexico's 
Pacific coast. The Defence 
Ministry said an army patrol 
had clashed with Marxist 
rebels In a remote mountain 
village on Sunday, killing 11 
guerrillas and wounding five 
during a six-hour gun battle. 

The ministry said the 
army arrested 21 suspected 
guerrillas and seized a cache 
of weapons in the municipal- 
ity of Ayutla. 170 miles 
south of Mexico City. 

The confrontation was the 
worst incident of violence in 
Guerrero since masked gun- 
men, calling themselves the 
Revolutionary Popular Army 
(EPR), staged co-ordinated 
attacks in August 1996, 
ambushing military bases, 
blowing up electricity sta- 
tions and killing at least a 
dozen policemen, soldiers 
and civilians. 

Sporadic clashes have con- 
tinued since then but little is 
known about the EPR. The 
guerrillas appear to be well 
f i n a n c e d and well armed but 
have no known links to the 
Zapatista rebel army in the 
southern state of Chiapas. 

Guerrero has a history of 
violence due to the strong 
presence of drug traffickers, 
rural poverty and the antag- 
onism between supporters of 
tiae ruling Institutional Rev- 
olutionary party and mili- 
tant peasant organisations. 

Julio Leocadio. a member 
of Ayutla'g municipal coun- 
cil, said the army began reg- 
ular patrols after the EPR 
started distributing leaflets 
and rebel propaganda in the 
town last year. 

Since then there has been 
a situation in which the citi- 
zenry has come under suspi- 
cion, where free transit on 
the roads has been blocked 
and where people have been 


detained," Mr Leocadio, a 
member of the leftwing 
Party of the Democratic Rev- 
olution. told El Sur. an Aca- 
• pulco newspaper. He accused 
the army of detaining and 
torturing peasants suspected 
of sympathising with the 
rebels. 

In Chiapas tensions have 
been heightened by army 
incursions to break up 
"autonomous municipali- 
ties" created by Zapatista 
sympathisers in defiance of 
the government. 

Samuel Ruiz, the bishop of 
San Cristobal de las Casas in 
; Chiapas, resigned on Sunday 


Guerrero state 
sees most serious 
clash since 
attacks by 
guerrillas in 1996 


as peace mediator between 
the . government and Zapa- 
tista rebel army, accusing 
President Ernesto ZedlQo of 
exacerbating the armed con- 
flict in thp state. 

Peace talks in Chiapas 
have been stalled for more 
than tyro years. The Zapatis- 
tas accuse the government 
of reneging on peace 
accords, while the govern- 
ment has distanced itself 
from the bishop, suspecting 
Bishop Ruiz of secretly sym- 
pathising with the rebels. 

In recent visits to Chiapas, 
President Zedillo bas critic- 
ised priests who preach 
social insurrection, although 
he avoided naming Bishop 
Ruiz. Several foreign priests 
have beer^ expelled from 
Mexico. * . 

The Interior Ministry yes- 
terday accused Bishop Ruiz 
of obstructing peace negotia- 
tions. 
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inflows. 

Mr Baca’s remit will be to 
put a more human face on 
the tough economic policy 
by focusing on forthcoming, 
if temporary, cuts in the 
ht gh unemployment rate. 

Intended infrastructure 
spending should improve 
jobless figures. The abrupt 

replacement of the prime 

minister. Alberto Pandolfi. 
by a “pro-democracy" oppo- 
sition lawyer is harder to 
fathom. Javier Valle Riestra 
is a committed follower of 
the centre-left Aprs party 
which governed Peru from 
1985-90. though not of its 
exiled leader Alan Garda. 

He promises to bring a 
breath of fresh air to the 
usually silent Fujimori cabi- 
net of “technocrats". 

Immediately after being 
sworn in. be pronounced 
himself firmly against presi- 
dential re-relection (thought 
to be high on President Fuji- 
mori's agenda). He has critic- 
ised new laws which estab- 
lish military courts for 
ordinary criminals and has 
pledged to right constitu- 
tional irregularities. If he 
can calm the current student 
protests with promises of 
more democracy, explain the 
need for a lasting peace 
accord with Ecuador and 
play down the issue of presi- 
dential re-election, he will 
have done welL If not, he 
may last less than the three 
months many observers give 

him. 
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SEPTEMBER 13 -IS 


Inc 17* Congress of the World Energy Council wo have 19.000 
sq. meters ot extoWt space and over 8,000 delegates from 100 nations 


Cjnpross sessions will discuss how advanced technologies will supper, 
human progress ttt» fhfl "CKt mdlermwm by the efficient utilization of 
existing energy resources and the development of unconventional 
resources. 


Topics Indude: The Greenmg of Fosal Fuels; Global Climate Change; 
Energy in 2050: Concepts tor a SusStfnable Future. 

Tel: (toll-free) 888 234 4392 
Tel: (outside USA) 202 331 0415 

www.wec98coiigress.org USA 
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SOUTH EAST ASIA KIM DAE-JUNG PRAISES WASHJNGTON’SASSISTANCE BUT LOOKS TO TOKYO FOR HELP 


Japan ‘must lead region from crisis 


By Tracy Corrigan to tear York 


South Korea's President Kim 
Dae-jung yesterday 
expressed his gratitude for 
US assistance in the region's 
economic crisis but called on 
Japan to "lead efforts to help 
Asian countries to over- 
come" the economic setback. 

Speaking at the Council on 
Foreign Relations in New 
York as part of his first state 
visit to the US since he took 
power in February, Mr Kim 
said US assistance played a 
"central role in efforts to 
rebuild the economy from 


the ruins of the Korean war" 
and has been "crucial to us 
in overcoming the economic 
crisis that began late last 
year”. 

American banks including 
Citibank led an agreement in 
March to roll over more than 
S20bn of South Korean finan- 
cial institutions’ external 
debt, an agreement which is 
seen as central to the allevia- 
tion of the crisis. 

Mr Kim said South Korea 
had “not hesitated to help 
the United States in its times 
of need", citing Korean pur- 
chases of billions of dollars' 


worth of American goods 
during the 1980s when the 
US was suffering enormous 
trade deficits. 

He also dted more recent 
investments by South Kor- 
ean companies and said tbaF 
during his current visit; Kor- 
ean Air plans to buy $2bn of 
aircraft, despite the foreign 
exchange crisis. The pur- 
chases are believed to be 
from Boeing. 

"I hope America will con- 
tinue to actively provide us 
with assistance and invest- 
ment. I am visiting the 
United States to convey our 


firm commitment to honour 
such assistance when our 
economy recovers,” he said. 

He also said that the US 
“perhaps plays a more 
important role than any 
other country in the 
region. . . politically, eco- 
nomically and militarily," 
but urged Japan to adopt a 
le a ding role in view of its 
position as the second larg- 
est economic power in the 
world and the largest eco- 
nomic presence in the 
region. 

He said Japan should also 
pay hoed to Interests and 


concerns of some countries 
in the region over US-Japan 
defence co-operation. 

It was "necessary for 
Japan to maintain transpar- 
ency in implementing 
defence co-operation with 
the United S tates ". ’• 

Mr Kim said he would con- 
tinue econo mic r wftlrm s to ■ 
revive the country’s econ- 
omy. 

“I am pushing forward 
with more substantial 
reforms at all levels of Kor- 
ean society." ha said. ■ 

“I will not quit And wa 
will succeed.” 
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business leaders said 
Yesterday they would not 
commit big investment to 
Northern Ireland without a 
continuing ceasefire by the 
Irish Republican Army. 

The message, understood 
to have had the personal 
encouragement of President 
Bill Clinton, was delivered 
by senior US executives dur- 
ing a meeting with Gerry 
Adams, president of Sinn 
Ffein, the political wing of 
the IRA. 

The meeting emerged yes- 
terday as an important part 
- although outside the offi- 
cial schedule - of the trade 
mission to Northern Ireland 
led by William Daley, the US 
commerce secretary . 

“We thought it important 
that he [Mr Adams] be 
reminded that he must 
deliver his part in the peace 
'^process. We are watching to 
see 1/ there is any significant 
outbreak of violence, 
because this would make a 
difference to future invest- 
ment decisions," a US offi- 
cial said. 

Mr Daley met Mr Adams 
together with senior US dip- 
lomats and executives from 
the biggest companies on his 
mission. They included pres- 
idents and vicepresidents of 
Boeing, Motorola, Pitney 
Bowes, Sarah Lee Corpora- 
tion, Monsanto and Pfizer. 

“The message we wanted 
to give was that there would 
be no significant investment 
unless the peace process was 
kept going. That message 
was given very clearly to Mr 
Adams and I think he under-'' 
nod that," said Henry 
cKinnell, executive 
vice-president of Pfizer said. 

“I want to be frank,” said 
Mr Daley. "Over the years, 
because of the violence we 
saw on television. 


Americans developed a per- 
ception that this was a risky 
place to do business - and 
that perception was not 
without merit'’ 

The reality was, he said, 
that violence in Northern 
Ireland had stopped many 
businesses from setting up 
in the region. While there 
were 500 US companies in 
the Irish Republic there were 
only 100 in Northern Ireland. 

Mr Adams is understood to 
have told the meeting that 
he was committed to the 
peace process, which he 
described as a "process of 
comprehensive, change" as 
contained in the April settle- 
ment 

While giving no firm reas- 
surances about the IRA’s 
intentions, Mr Adams 
he was encouraged by last 
month's referendum result 
despite what he referred to 
as the continuing “obsta- 
cles" which those opposed to 
the settlement were continu- 
ing to put up. 

Mr Adams also said he 
hoped the US government 
and business co mmuni ty 
would be encouraged to offer 
investment capable of boost- 
ing jobs, od both sides of the 
Irish border. 

The meeting appears to 
have Largely succeeded in 
strengthening the perception 
held in the US of Mr Adams 
as a genuinely committed 
hrokeir in the peace process. 

Yesterday, in an 
announcement long expected 
but unconnected with the 
Adams ineeting. Shorts, the 
Northern Ireland offshoot of 
ier, announced a 
j) expansion at its 

composites factory 
l-west Belfast, the 
Ireland capital, in 
to an increase in 
from several of its 
ation&l customers, 
Boeing. 
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CITY REGULATION ACCOUNTANCY PLAN MAY PROVIDE BLUEPRINT FOR OTHER PROFESSIONS 

US-style oversight body urged 


Chris Swinson: riming at other professions 


Lycfia van de Maer 


By JraKefiy, 

Accou nt a n cy Correspondent 

y— ■— 

The architect of a new 
regulatory system for the 
accountancy profession has 
suggested that a proposed 
US-style “oversight body” 
could be developed to cover 
other professions. 

Chris Swinson, newly 
elected president of the Insti- 
tute of Chartered Accoun- 
tants and manag in g partner 
at BDO Stoy Hayward, said 
the plan for accountants, 
which is being studied by 
the government, could be 
used as a blueprint for all 
the UK's self-regulated pro- 
fessions. 

The plan would leave regu- 
lation to the professional 


bodies while providing an 
Independent oversight 
review board to protect the 
public Interest. 

Mr Swlnson’s intervention 
will be seen as a signal that 
regulation of the professions 
- which increasingly work 
together to provide business 
services - is likely to 
become a political issue as 
attacks on existing systems 
of self-regulation continue. 

The proposal - developed 
by the six main UK accoun- 
tancy bodies - is seen as a 
last chance to avoid govern- 
ment Intervention in the 
light of attacks on the pres- 
ent regulatory regime. 

Mr Swinson did not detail 
the professions that might 
come under such a system. 


bnt several self-regulatory 
regimes - including that of 
the legal profession - have 
been criticised. 

The suggestion comes 
amid increasing interest in 
moves towards multi- 
disciplinary partnerships in 
which professionals of vari- 
ous disciplines provide cli- 
ents with a “one-stop" ser- 
vice. 

“If I had a completely free 
hand 1 would set up the 
review board as an organisa- 
tion which looks at profes- 
sions broadly - self-regula- 
tory professions on a broad 
front.” said Mr Swinson. 
“Those who thought up this 
idea always had at the back 
of their minds the concept 
that it was transferable.” 


The board's idea, as set 
out In draft documents, is to 
leave regulation to the 
accountancy bodies - seen 
as having the necessary 
expertise - while providing 
an oversight board. 

It would have a high pub- 
lic profile, point up regula- 
tory failures, prompt 
reforms, shame those guilty 
of poor practice and report 
annually on the performance 
of the self-regulatory regime. 

The review board would be 
owned and appointed by a 
foundation made up of stake- 
holders including the Bank 
of England, the UK central 
bank; the London Stock 
Exchange and the Confeder- 
ation of British Industry, the 
employers’ lobby. 


New blood for investment industry trade unit 


By Jean Eagtastasmi ■ London 


The troubled £60bn ($98bn) 
investment trust industry 
signalled a change of direc- 
tion yesterday by appointing 
a young, marketing- 
orientated leader for its 
trade body. 

Daniel Godfrey, a 36-year- 
old director of Flemings, one 
of the biggest investment 


trust managers, has been 
headhunted to be the next 
director-general of the Asso- 
ciation of: Investment Trust 
Companies. 

The appointment may her- 
ald a more aggressive 
approach to marketing by 
investment trusts. “We are 
going to need to persuade 
brokers and the press first 
[of the benefits of increasing 


charges to attract more pri- 
vate investors],” said Mr 
Godfrey. “Shareholders and 
boards need to hear [of the 
benefits] from them, rather 
than management compa- 
nies, if they are going to 
allow us to dip our hanrk in 
their pockets.” 

Mr Godfrey did not expand 
on the other measures he 
intends to implement when 


he starts next month. But he 
conceded that a radical pack- 
age of measures announced 
this year by Flemings 
“shows what direction 1 
have been thinking in and 
what sort of debate I want to 
engage in”. 

As well as its emphasis on 
marketing, this package 
encompassed a call for 
industry wide share buy- 


backs. to try to reduce the 
excess supply of shares. This 
could narrow the discounts 
between the typical trust's 
share price and the value of 
its underlying assets. 

Widening discounts is one 
of the main reasons why 
trusts have underperformed 
the UK stock market in 
recent years, contributing to 
widespread discontent 


among institutional share- 
holders and attracting preda- 
tors to the sector. 

The AITC has been 
accused of doing little to 
address this problem. The 
director-general post has 
been perceived as a pre-re- 
tirement sinecure and the 
trade body itself as less 
influential than its unit trust 
rival. 


Long-term perspective on Asia. 
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NATWEST MARKETS CASE IS ALLEGED TO HAVE BEEN TRANSFERRED TO REGULATOR S DESPITE EVIDENCE OF CRIMINAL DISHONESTY 

Fraud prosecutors’ method challenged 


By Join Mason In London 

The Serious Fraud Office 
concluded lost year that 
criminal dishonesty was 
behind the £77m (S125m) 
losses suffered by NatWest 
Markets over the mispricing 
of derivatives, although it 
decided not to prosecute. 

A BBC television docu- 
mentary to be shown in the 
UK soon will show Rosalind 
Wright, the office's director, 
acknowledging that there 
was evidence of serious dis- 
honesty over the losses but 

blocking an SFO investiga- 


tion because she considered 
a probe by the Securities and 
Futures Authority, the for- 
mer chief City of London 
regulator, more appropriate. 

The series - and a related 
book to be published nest 
week - will claim the inci- 
dent Is evidence that the 
SFO has responded to criti- 
cism or Its record in court by 
adopting a "cherry-picking'’ 
approach to prosecuting 
alleged fraud. 

However, the SFO yester- 
day denied "absolutely” that 
it bad a policy of prosecuting 
only in cases where it felt 


sure of winning. The SFO 
defended its decision to refer 
the NatWest case to the 
SFA_ 

In the NatWest' Markets 
affair, Kyriacos Papouis, a 
farmer interest rates options 
trader, allegedly covered up 
losses and created false prof- 
its over a two-year period. 
Mr Papouis left the bank in 
December 1996. 

After the losses were dis- 
covered last March, six of 
his superiors resigned for 
failing to properly supervise 
the trader. 

The case was referred to 


the SFO by NatWest. But in 
July last year, the SFO said 
a criminal investigation 
could not be justified, and 
the public interest was best 
served by an investigation 
from regulators. 

The SFO yesterday gave 
more details of its decision, 
saying that cases of mispric- 
ing were usually dealt with 
by regulators and that the 
NatWest case was different 
only In its scale. Mr Papouis 
had not benefited personally 
and the case was neither 
particularly complex nor 
legally difficult, it said. 


Stephen Pollard, of law 
firm Kingsley Napley which 
acts for Mr Papouis, was yes- 
terday unavailable for com- 
ment. 

The BBC series will also 
claim to have fresh evidence 
that the SFO suppressed evi- 
dence from defendants in the 
first Guinness triaL 

It claims to have discov- 
ered evidence that the SFO 
knew the relevance of a City 
tribunal's report into the use 
of indemnities before decid- 
ing not to disclose the report 
to defendants. 

The SFO made no com- 


ment except to point out 
that the Court of Appeal had 
ruled that the report would 
have ■ been of no help to 
the defendants, who 
were all justifiably con- 
victed. 

The programme will also 
say that one of the defen- 
dants in the Maxwell fraud 
trial, Robert Bunn, confessed 
to police that he had acted 
dishonestly in deceiving 
hanks about the ownership 

of shares in Berlitz. Mr 
Bunn's lawyers were 
unavailable for comment 
yesterday. 


Exporters dig in to 
wait for revival 
by Asian markets 

UK companies have lost more than £1 bn 
in orders but many are refusing to give in. 

Juliette Jowit and Richard Adams report 
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I f last week's decision to 
raise interest rates was "a 
slap in the face for the 
UK's exporters" - according 
to the Institute of Export - 
then Asia's financial crisis 
has already given manufac- 
turers a kick in the teeth. 

Most exporters have been 
hurt by the pound's strength 
over the past year. But those 
who rely on sales in east and 
south-east Asia have suf- 
fered a double blow after the 
financial turmoil which 
started there last summer. 

Aston Fittings, a Birming- 
ham-based fittings and valve 
maker with annual turnover 
of £im ($i.6m), has lost all 
its orders from Indonesia 
and Malaysia. They did 
account for 15 per cent of 
sales. “They are dead." says 
Richard Brown, managing 


director. "They are only buy- 
ing in what they absolutely 
desperately need and, wher- 
ever they can. cutting cor- 
ners by lowering standards 
purely on price." 

Companies across the 
board have similar tales - 
cancelled orders, contracts 
put on hold, no new business 
this year - as Asian custom- 
ers abandon spending plans 
or opt for cheaper local sup- 
pliers. 

More than Elbn in UK 
exports has been lost since 
the crisis Oared. The latest 
UK trade figures show a big 
fall in the value of exports in 
the first third of this year 
compared with the same 
period last year, before the 
turmoil. 

Hardest hit have been 
those selling to countries 
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'You don’t spend 
50 years 
developing a 
market to pull out 
when you get a 
financial hiccup’ 


whose currencies have weak- 
ened most significantly: 
Thailand, South Korea and 
Indonesia. Christian! & Niel- 
sen, a construction company 
based in the English Mid- 
lands. estimates its turnover 
will fall below £200m this 


year, compared with more 
than £300m in 1996. Demand 
is resilient in Singapore and 
the Philippines but is down 
by a third in Malaysia and 
has collapsed in T hailan d. 
Indonesia and Vietnam, says 
Alan Crane, manag in g direc- 
tor. 

“Realistically, it's probably 
reached the floor, we might 
see a slight turn back up. 
but we really don't forecast 
it will pick up again until 
2000,” he adds. 

Some Industries, such as 
chemicals, have been hit 
harder than others. Graham 
Green, chief executive of W 
Canning, estimates it will 
lose £lm-£2m in sales to Asia 
this year. 

“We can survive two years 


of lower prices, lower mar- 
gins. If it continues -for three 
to five years we have got to 
make more effort to keep 
competitive and keep market 
share; the effect of that will 
be to export jobs to Malay- 
sia," Mr Green says. 

More generally, capital 
investment in machinery 
and new developments has 
dried up in many countries. 
Rotary Electrical Automa- 
tion. an equipment supplier, 
once sent a quarter of its 
exports to Asia. But recently 
there have been no projects 
to chase. “Everything is 
being put on bold,” the com- 
pany says. 

Companies with less expo- 
sure to the Aslan market 
believe they can survive 


through pvt sting contracts - 
for “three to four years 
according to Wolverhamp- 
ton-based Tarmac. 

But suppliers of equip- 
ment and materials are suf- 
fering - both in Asia and 
now in home markets, says 
JCB, Europe's leading 
exporter of construction 
equipment. “What's more of 
a concern is that production 
from the Far East is selling 
in at cheaper prices, without 
the mark which guarantees 
safety of equipment” it says. 

Companies with a big com- 
mitment to Asia are deter- 
mined to ride out the crisis. 
“You don’t spend 50 years 
developing a market to pull 
out when yon get a financial 


hiccup," insists Mr Crane. 


TRUCKS IMPORTS INCREASE MARKET SHARE 

Drivers’ protest 
causes chaos 


By Juliette Jowit in Birmingham 

Hundreds of truck drivers 
brought rush-hour chaos to 
parts of London and the 
English Midlands yesterday 
with a “drive slow" protest 
at rising fuel costs. 

Hauliers said they were 
demonstrating against 
"unfair competition" from 
rivals in mainland Europe - 
who pay less for road and 
fuel lax - when cross-border 
restrictions are lined un July 
1. This will make it easier 
for hauliers from other coun- 
tries to seek business in the 
UK. 

“If the JUKI government 
keep increasing fuel as they 
are doing, more ;uui more of 
us are going to go out or 
business." said Tom Fox of 
the protest group Trans-Ac- 
tion. 

About tun trucks drove 
through mui Ill-cast London 
t»» the heart of the capital. In 
the Midlands about 120 
(rucks inn died the motor- 
way system around Uirmmg 
ham. England's second- 
biggest city. 

The Rond Haldane Associ- 
ation. the national industry 
hi i»ly, condemned pmi esters’ 


tactics but supported their 
claims. 

It is lobbying government 
for a fuel duty rebate. 
"Given the cost to the Brit- 
ish exchequer both from 
British hauliers filling up 
their tanks in other coun- 
tries and loss of potential 
sales from foreign lorries 
operating in the UK, we 
believe ultimately the pro- 
posals will be fiscally neu- 
tral." said Dan Hodges of the 
RHA. 

• Imports of commercial 
vehicles a coo un Led for 53.8 
per cent of all registrations 
in May. The figure for last 
May was -J7.3 per cent. They 
also accounted for 5-1.6 per 
cc-ni in the first five months, 
up from -18.4 per cent last 
year. John Griffiths writes. 

The overall figures contain 
some marked shifts in mar- 
ket strength by some indi- 
vidual manufacturers. Sales 
of Renault light vans, based 
on the Clio, almost doubled, 
year on year, in May. while 
in the panel van sector Peug- 
cot Talbot. Toyota and Fiat 
made gains, mainly at the 
expense of Ford and the 
V.-utxiuiU offshoot or General 
Motors. 


UK new car re gi strations: Hay 1998 
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Resale values of one-year-old cars have faflen to their lowest level 
since the recession of the early 1990s, with little BkeBiood of any 
early improvement, according to Glass's Guide, the motor trade 
valuation group, John Griffiths wntes. The warning comes as figures 
from the Society of Motor Manufacturers and Traders show a 
continuing rise in sales of new care this year, with a market of at 
least 2.15m expected. A survey of the top 200 dealer groups by the 
trade pubHcation Motor Trader shows a 19 per cent average rise h 
turnover and a 27 per cent jump in profitabffity over the past year. 


CANTRADE CORRUPTION ACTION REJECTED 


US judge throws 
out Jersey claim 


By Fhttp Jeoneifi Jersey 


Investors who lost up to 
$10m in currency deals car- 
ried out by Cantrade Private 
Bank Switzerland, a Jersey- 
based subsidiary of UBS, the 
Swiss banking group, have 
failed to persuade a New 
York court to hear their civil 
claim for damages of 5195m. 
Jersey is the biggest of the 
Channel Islands between 
England and France and has 
its own legislative assembly 
with substantial lawmaking 
powers. 

The investors' lawyer sub- 
mitted a 58-page indictment 
of the offshore centre's polit- 
ical and judicial systems, 
claiming his clients - 
already involved in a civil 
action in Jersey - believe 
they will not receive a fair 
hearing on the island. 

But Judge Allen Schwartz 
of the US district court for 
the southern district of New 
York rejected the view that 
Jersey’s legal system was 
corrupt. 

He said the plaintiffs had 
offered “scant support for 
their serious accusation that 
the judicial system of Jersey 
- a British protectorate and 


a law enforcement ally of the 
US - is corrupt”. 

The judge refers, in his 
ruling, to the US Supreme 
Court’s disapproval of 
“forum shopping” and notes 
that the plaintiffs had earlier 
succeeded in stopping their 
Jersey action from being 
moved to a court in the UK. 

“The plaintiffs chose to do 
business in Jersey," he said 
"The court finds that the 
balance of interests, both 
public and private, strongly 
favours consigning this liti- 
gation to the island of Jer- 
sey, where it was begun." 

The US ruling comes after 
a £3m fine and £300,000 costs 
were imposed by Jersey’s 
Royal Court on Cantrade. 
which admitted four charges 
of criminal recklessness by 
making misleading state- 
ments. 

Also sentenced was 44- 
year-old currency trader 
Robert Young, who was 
jailed for four and a Half 
years, and Alfred Williams, 
former Touche Rosa partner, 
who received 18 months. 
Both were found guilty after 
a 22-day trial of making mis- 
leading, false or deceptive 
statements to investors. 



NEWS DIGEST 

electronic merges „ - - . 

Workers are warned of 
communications overload 

^ sectors. The study indicates that ' i 

saw 
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fch workers use votaHnsll companrf Jgjy jigtig 
... r- wh e,,- —in there te usually some etemem or Knowledge 

message hto lA dM, 

S^^to^ne other piece of 

vSce-maH messages tend to be more of the "Sony I missed 
you" type. Stephen McGooldn, London 

THE ECONOMY 


Retail spending ‘still growing’ 

The British Retail Consortium's sales monitor showed an 
annual Increase of 3.7 per cent in ratafl sales on a 
basis during May. The consortium said its survey- w™ch „ 
accounts for around half of total UK retail sales, provided a 
dear indication that growth in retail spending continues Rs 
steady, sustainable pattern". Sates during March and April 
had been distorted by the change in the timing of Easter. But 
the underlying trend for toe three months combined was liter 
for-like growth of 3.1 per cent There was little sign of pres- % 
sure on retail prices from manufacturers, according to the A. 

Office for National Statistics' latest producer price data. . .. ' 

Excluding food, tobacco and petrol products, core output * 
prices were unchanged In the year to May, the first time * 
there has been no increase In a 12-month period since June 
1967. Richard Adams, London 
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ELECTRICITY REFORM 

Legislative logjam threatened JQil 

Government efforts to reform the electricity industry and drive' 
down prices are being threatened by a legislative logjam. 

Margaret Beckett, the industry secretary, has been told rt Is . * 
unlikely a slot will be available in toe next parilamantary ses- ' 
a Ion for legislation to allow electricity supply and distribution 1 • 
businesses to operate under separate licences. It wifi also be. * 
difficult to find time for legislative changes following the 
review of toe electricity pool, the body that sets the wholesafoj 
electricity price. Regional electricity companies have objected'* 
to proposals by toe industry regulator requiring them to oper-T 
ate their supply and distribution businesses under separata . 
managements. David Wighton, London | 

» 

ROYAL AUTOMOBILE CLUB 


Second legal threat looms 

The Royal Automobile Club brushed off a legal challenge to A 
its restructuring proposals by its sacked chairman Jeffrey m 
R ose yesterday, but faces a second threat from angry over- 
seas members. A High Court judge ruled that Mr Rose had no- 
right to demand an extraordinary meeting to change the RAC >. 
board. Lawyers representing a group of 200 overseas mere* * 
bers angered at being excluded from a £35,000 payout said :■ 
atfian “appeared inevttkjia" Stephen Atexander, acting fta 
overseas members, said he had received no reply from the . * 
RAC to a letter asking for an explanation of why they had 
been excluded. Legal action is expected to begin In the next . 
day or so. Mr Rose, who was dismissed for writing to mem- - * 

bere without consulting ihe rest of toe board, had won the. ■ 

backing of 5,300 of the 12,000 foil dub members. The RAC 
has called a meeting far June 19 to consider the proposed 
break up of the organisation while toe sale to Cendant of 
toe US Is due to be considered at a second meeting in 
August Charles BateheJar, London 


PUBLIC SPENDING ^LEDGES 

Net debt/GDP ratio to be cut 


The government’s determ 
check win shortly be reinfo 
to cut toe public sector net . 
hold ft there. The new target 
Brown, chancellor of the exc 
minister, and will be disclosed 
a year-long "comprehensive'’ 
intended to bolster City and 
emment's management of 
ministers in charge of big 
shirt* capitalism from the 
one. The new target will com,.. 
GDP. The test published figure 
but the Treasury estimates rt fell . 
98 financial year. Robert Peston, 


' toe 
spa 
Treasui 


yon to keep public spending in - 
' by an announcement of plans 
'l/GDP ratio to 40 per cent and 
been agreed by Gordon 
ier, and Tony Blair, the prime 
month after completion of 
of public spending, if is 
s confidence in the gov- 
but It will dismay 
ig departments. “This 'hair- 
couid be disastrous,” said ' 
net public sector debt with 
45 per cent far April 1997, 
43.5 per cent In the 1997/' 
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HAT BROUGHT THEM TOGETHER? BLACK GOL\). 
WHAT KEEPS THEM TOGETHER? THE BANK OF NEW YORK. 

For the citizens of Alaska, the Alaska Permanent Fund is a $23 Kllion arctic treasure. A savings trust, it is used for the benefit of every Alas 
s What bank sees to it that AJaskans are kept up-to-date on fund finances? The Bank of New York <a By providing timely information 
fund activities around the world, the Bank helps fimd managers keep a watchful eye on performance. & Today, thousands of clients 
using The Bank of New York to enhance relationships with their investors, in Juneau. Executive Director of the Alaska Permanent Fund 
Corporation Byron 1. Mallott and investors Kimberly Kuzuguk, Sarah WilJiams. Theresa Doyle and David Hobbs are just one example 

■ ■ s' o Lid 

INVESTORS: Kimberly Kuzuguk. Sarah Williams. Therea Doyle, David Hobbs. 


ISSUER: Byron 1. Mallott; 
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MANAGEMENT SHARING POWER 
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Double means trouble 


Some companies have made a success of having two bosses, 
but joint responsibility remains rare. Tony Jackson considers 
whether two heads are ever better than one 
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All of a sudden, like 
twin-headed mon- 
sters, they are spring- 
ing up all over the place: 
ies with two bosses, 
ie product of mergers 
between Travelers and 
Citicorp, Monsanto 
and American Home Prod- 
ucts, Daimler-Benz and 
Chrysler. 

Today’s fashion is not just 
for merger, hut for the 
merger of -equals; -It Is thus 
symbolically important that 
the two bosses should be 
seen to share the spoils 
equally: and executives who 
were mostly sworn rivals in 
the past are suddenly re-cast 
as best buddies. 

There Is one obvious objec- 
tion to this arrangement. 
With a few highly specific 
exceptions. It does not occur 
Aoijtaneously In the corpo- 
pte world. Sharing power at 
die top, it seems, is simply 
not natural. 

Let us consider those 
exceptions. Among quoted 
companies, the two best- 
known examples are Uni- 
lever and Shell. Goldman 
Sachs has also just revived a 
Long-standing tradition by 
appointing a joint chairman 
and chief executive. , 
But Goldman Sachs is still 
1 partnership, and thus a 
special case. Power-sharing 
comes more easily to part- 
nerships, by virtue of their 
quasi -democratic structure. 
Other highly successful 
* such as the London 
ibrofeers Cazenove - 
ive had joint senior part- 
ners in the past 
. Indeed, the principle of 
iofat responsibility is deeply 
embedded in Goldman. It 



has three joint heads of fixed 
income at present, and two 
in equities and asset man- 
agement. The intriguing 
question is what will happen 
to that principle if the firm 
decides, in a vote to be held 
shortly to become a public 
company. In conversation 
with Goldman executives, it 
is not; clear that the issue 
has beeh resolved. 

What about Unilever and 
Shell?- Both are the products 
of merger - Unilever in 1929, 
Shell more than 2) years ear- 
lier. Each was set up explic- 
itly as a joint company - 
part British, part Dutch - 
and has stayed that way. 
Both seem to have turned 
co-determination to advan- 
tage: but only because they 
had no choice in the matter. 

Thus, Unilever claims its 
dual chairmanship gives it 
the benefit of -having two 
decision makers instead of 
one. The two must have 
detailed knowledge of -each 
other's thinking. Even so. 
they occasionally give off 
raised signals, as during the 
soap wars with Procter & 
Gamble four years ago. 

As Unilever would also 
admit, the arrangement is 
only possible because the 
two chairmen are not in 
competition. Each runs a 
legally distinct company - 
one Dutch, one British - and 
answers to a different set of 
shareholders. The equality of 
the two companies - and 
their separateness - is guar- 
anteed by the original 
merger agreement. 

Although SheD's constitu- 
tion is in principle similar - 
a 60-40 division between the 
Dutch and British companies 


- power is not strictly 
shared. The top job, that of 
chairman of the committee 
of managing directors, is 
filled alternately by 
the Dutch boss and thfe 
British. ! 

The awkward nature if 
this arrangement suggests 
that no company would 
adopt this structure if it did 
not have to. There is 
another, more fundamental 
problem. 

. Shell and Unilever are 
among the handful of compa- 
nies that can count 
themselves as truly global 


on,.-Jbe companies will revert 
to /.he traditional structure. 
Daimler-Benz and Chrysler, 
for example, have already 
Rjiri as much. 

/But this raises a problem 
Of its own. Effecting a 
merger of equals is one of 
the most daunting tasks in 
management- Takeovers are 
typically much simpler, 
since the culture and proce- 
dures of tie parent can sim- 
ply be ioposed on its new 
subsidiary. In a true merger, 
a third culture must be 
created from the former 
two. ‘ 

At tie same time, the 
lndustres involved - banks, 
drugs, motors - are highly 
competitive. Hence the 
merges in the first place. So 

-i 


Takeovers are typically tiuch 
simpler, since the cuttuie and 
procedures of the parent can be 
imposed on its new subsidiary 


An Important part of being 
global is that the road to the 
top should be open to execu- 
tives of all nationalities. 

But to make the system 
work, the bosses of Shell and 
Unilever are in practice 
almost all British or Dutch 
nationals - the present Brit- 
ish head of Unilever, NiaE 
Fitzgerald, is a rare excep- 
tion in being Irish. So fbr 
quite artificial reasons, the 
road to the top is open only 
to a minority. 

At this point in the argu- 
ment, it might be objected 
that the cases of joint chair- 
manship we began with - 
Citicorp-Travelers and so 
forth - are intended to be 
transitional only. When tte 
present- incumbents mov 


at tiis point of maximum 
presume, both internal and 
external, why should compa- 
nier saddle themselves with 
a management structure 
whch in normal circ- 
umstances they would 

rqjrct? 

lie answer, of course, is 
tlat they ffeel they have no 
ciolce. This is despite the 
fct that as hist ray seems to 
now. power -sharing in pub- 
ic companies often ends in 
ears. 

The most frequently 
quoted example is Time 
Warner. On the merger in 
1989, Steven Ross of Warner 
and Richard Munro of Time 
became joint chairmen and 
chief executives. On Mr 
Munro's retirement his num- 


ber two, Nick Nicholas, 
shared the job of chief execu- 
tive - though not chairman 
- with Mr Ross, the idea 
being that he should eventu- 
ally take sole control. 

Then, in 1992, Mr Nicholas 
was abruptly fired. But this 
was not t simple case of the 
Warner culture getting the 
upper hand. Mr Ross then 
appointed as his co-chief 
executive Gerald Levin, 
Time's chief operating offi- 
cer. Following Mr Ross’s 
untimely death later that 
year, Mr Levin became sole 
chairman. 

Time Warner is perhaps 
not the best advertisement 
for the merger process. 
Although its fortunes have 
revived recently, it was for 
years plagued by dissent 
among its various divisions. 

A better example might be 
SmithKline Beecham, whose 
merger process was 
recounted by Beecham’s ex- 
boss. Bob Bauman, in an 
illuminating book last year, 
From Promise to Perfor- 
mance, (Harvard Business 
School Press). Mr Bauman 
became chief executive of 
the merged company while 
SmithKline’s boss Henry 
Wendt became chairman, 
and for a while all went 
swimmingly. 

Both men have now 
retired, to be replaced by 
executives from Midland 
Bank and Squibb respec- 
tively. Those two. Sir Peter 
Walters and Jan Leschly, 
have since been much vili- 
fied far the collapse of their 
further merger with Glaxo 
Wellcome. 

The main reason that deal 
collapsed was disagreement 
over top management struc- 
ture. Considering the alter- 
natives, it is perhaps less 
easy to point the finger erf 
blame. 



PEOPLE ON THE MOVE 


Richter to head 
publishing arm 
at Bertelsmann 
in media return 

J Organ Richter, the former 
chairman of Axel Springer, the 
Gentian pubTishing group, has 
returned to the media world 
as head of specialist 
publishing division at 
Bertelsmann, Europe's largest 
media company. 

In his new job Richter, who 
left Springer after fafling out 
with the company's main 
shareholder, Friede Springer, 
win answer directly to Thomas 
Middelhoff, Bertelsmann's 
chairman-designate, who is 
already startin g to reshape the 
group ahead of formally taking 
charge In autumn. Middelhoff 
conceived and executed 
Bertelsmann's acquisition of 
the US publisher Random 
House which received 
regulatory clearance lest 

itinnli 1 
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Bertelsmann's specialist 
publishing division currently 
has sales of DM7 10m 
{$400 m). The group hopes to 
Increase turnover to around 
DM2 bn in two years and Is 
rumoured to be considering 
linking up with Havas of 
France. Bertelsmann and 
Havas already co-own a book 
dub business in France and 
are both shareholders In 
CLT-Ufa, the 
Luxembourg-based 
broadcasting group. 

Richter's appointment 
comes at a time of much 
speculation about imminent 
moves by both his former a 
future employers. Springer, 
which publishes Germany's 
biggest selling newspaper, the 
BUd-Zeitung, is rumoured to 
be considering an offer for 
Mirror Group, the UK media 
company. Bertelsmann 
meanwhile is thought to be 
courting partners for Its 
pay-TV activities, which are 
held at CLT-Ufa, fo Bowing the 
European Commission's 
blocking last month of plans 
to merge its interests with 
Kirch, the privately-held 
German media company. 
Frederick StOdemann, Berlin 


• INSTALLSHIELD 
SOFTWARE CORPORATION, 
the Illinois -provider of 
software deployment tools, 
has appointed Peter Huteh UK 
managing drector and 
European sales drector for its 
newty-opened European 
subsidiary based In Bristol, 

UK. Hutsh joins from Numega 
Technologies where, as sales 
director, he was responsible 
for the start-up of Its 
European operation. 

Peter Braun has joined 
SANTANDER GLOBAL 
ADVISORS as head of US 
marketing and sales. Braun 
was previously with State 
Street Global Advisors, where 
he spent 11 years in new 
business development and 
client service in institutional 
pension fund management 
ARTHUR ANDERSEN 
FINANCIAL MARKETS has 
appointed Richard Houston 
head of financial systems. He 
joined in 1996 from the Royal 
Bank of Scotland. 

EMASS GRAU, a provider 
of high-performance data 
storage solutions, has 
announced the appointment 
of new corporate 
vice-presidents. Robert Clark, 
who previously held marketing 
positions with Silicon 
Graphics and Sun 
Microsystems, was named 
vice-president of worldwide 


Entergy hires 
Harris 

Entergy Corporation, the US 
utilities group which owns 
London Electricity, is setting 
up an energy trading group in 
London. Clarke Harris, 
currently vice-president for 
natural gas trading at Morgan 
Stanley, has been appointed 
managing director. European 
trading of Entergy Trading and 
Marketing. 

The new organisation will 
trade electricity, gas and 
crude oil. Gas at present is 
more heavBy traded on the UK 
wholesale market than 
electricity with a number of 
traders that do not have 
upstream interests involved in 
the gas Industry. Morgan 
Stanley, however, is the only 
bank In the UK trading natural 
gas. 

Trading in electricity, where 
there has been an uncertain 
regulatory environment, is 
more limited on the wholesale 
market and Is mainly confined 
to the UK utility companies. 
However, radical 
reconstruction of the coal and 
electricity generating 
industries, due to be 
announced by the UK 
government shortly, may 
liberalise the UK industry 
further and more trading 
organisations may become 
involved. 

The electricity sector is 
viewed as the last big energy 
sector to be liberalised," said 
James Hall of GNI, the 
commodity brokers. Hall said 
there were fewer trading 
opportunities for electricity on 
the Continent, with the gas 
sector likely to liberalise more 
quickly than electricity. 

Christopher Bernard, 
general counsel for Entergy 
Power Marketing Corporation, 
which is based in New 
Orleans, said: The London 
trading company will be the 
seed com for a global energy 
trading operation. We would 
see ourselves also being 
involved in crude oil trading 
and eventually, when afl the 
regulatory parameters are 
ironed out, we could be 
involved In currency trading." 

MOVING PUCES 

marketing, while Mel 
Ashdown, a former executive 
with IBM and Memorex-telax, 
was appointed vice-president 
of worldwide sales. 

• LONE STAR 
TECHNOLOGIES chairman 
and chief executive John 
Harbin will retire from the 
chief executive poet effective 
July 1 and as chairman 
effective December 31. Rhys 
Best, president and chief 
operating officer, will succeed 
Harbin as chief executiva The 
company has not named a 
new chairman. 

• Larry Pimentel, president 
of Seaboum Cruise Line, has 
been selected by CARNIVAL 
CORPORATION to serve as 
president and chief executive 
of a new company to be 
formed by the anticipated 
merger of Cunard Line and 
Seaboum Cruise Line. 

Pimentel will also join the 
board of directors of the new 
company. 

• RJR NABISCO HOLDINGS 

named Fred Lang hammer a 
director. He is president and 
chief operating officer of Estae 
Lauder Cos. 

• ALLEN TELECOM has 
appointed Dianne McCormick 
director, Investor relations. 
Before joining Allen Telecom 
McCormick served as 
director, investor relations for 
Ohio-based Hevco. 


Nehama to head 
Bank Hapoalim 

When a group of investors 
headed by Ted Arisen, the 
US- Israeli MHonaire, won a 
tender last September to 
purchase a controlling stake in 
Bank Hapoalim, Israel's 
biggest, it was Shlomo 
Nehama who made the victory 
speech in Tel Aviv. 

So it came as no surprise 
when Arison appointed 
Nehama, the 43-year-old 
manager of his Israel! 
investment company, as 
chairman at the bank from 
June 25. Nehama will replace 
Emmanuel Sharon. Hapoaiim's 
chairman over the pest six 
years. 

Nehama's jump to the helm 
of Israel's most powerful 
financial institution is the 
latest sign that Israeli 
business is In the midst of a 
generational change. It 
coincides with the economy's 
transition from socialism to a 
free market. 

Nehama, who was bom in 
Tel Aviv, studied business 
administration and industrial 
engineering at the Technkm. 
Israel's renowned technology 
Institute. 

Between 1982 and 1993, he 
worked for Eshed, a small 
Israeli engineering and 
consultancy firm, serving as a 
senior partner for about half 
the period. 

His break came in 1993. 
when he was appointed 
managing director of Arison 
Investments. There, he 
successfully managed the 
high-tech and real estate 
holdings for Arison, who made 
his fortune In Carnival Cruise, 
the luxury cruise line. But 
Nehama scored his biggest 
achievement when he 
negotiated the Hapoalim 
acquisition. 

The elderly Arison, who was 
determined to own an Israeli 
bank, was more than grateful. 
Indeed, a prominent Israeli 
newspaper reported last week 
that Arteon had bequeathed 
control of the bank to 
his daughter - and 
Nehama. 

Avi Machlis, Jerusalem 


• BANQUE NATtONAUE DE 
PARIS has announced that 
David Peake, chairman of 
BNP UK Holdings, the Bank's 
London subskflary, was 
elected to the board of 
directors for a six-year term. 

• Duncan Clifford has been 
appointed global marketing 
manager in the fertiliser 
business of KEMIRA AGRO 
OYJ, the Finnish parent 
company of Kemira Agio UK. 
Clifford was formerly 
marketing manager of Kemira 
Agra UK, the Cheshire-based 
fertiliser manufacturer. 

• EDS, the global 
Information services company, 
has promoted Frans 
Engelenburg to industry 
director for travel and 
transport tor the Europe, 
Middle East and Africa. 

• HITACHI EUROPE has 
appointed Hiroakl Nakanlshl 
managing director of Hitachi 
Europe, effective June 22. 
Nakanlshl joined Hitachi in 
1970. 

• IFF, the manufacturer of 
flavour and fragrance, has 
announced the election of 
Sophia Grojsman and Jose 
Antonio Rodriguez to 
vice-presidents. Grojsman has 
been with the company for 33 
years. Rodriguez is corporate 
director of Aroma Chemical 
Manufacturing and 
Engineering in Spain. 
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BUSINESS & THE LAW 



PROFILE FRANCES FARROW, CORPORATE LAWYER 
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High flyer changes course 


Nigel Page meets a lawyer who left a City of London firm to mastermind legal 
strategies for Richard Branson's corporate empire 


■Kl There cad be few 
assistants tolling 
liM away St City law 
firms who have not at some 
time looked out dF the 
window and dreamed of 
jumping ship to head the 
legal department of a global 
corporation. 

Few actually make the 
leap. But that is exactly 
what Frances Farrow, an 
assistant at Cameron 
Markby Hewitt, did Id 1093 
when she took the job of 
group legal director of 
Virgin Atlantic. 

These are interesting 
times Tor Ms Farrow, Rlch- 
Hpi Branson's Virgin empire 
has had a few ub characteris- 
tic ups and downs of late. 
The Virgin Rail franchise 
has been singled out for crit- 
icism and. In the back- 
ground, the antitrust dog- 
fight with British Airways 
rumbles on towards trial In 
the US. 

Ms Farrow is also co- 
ordinating Virgin's lobbying 
drive on the US/UK bilateral 
negotiations over the liberal- 
isation of transatlantic air 
services and on the opening 
up of the US domestic airline 
market to foreign carriers. 


Frances Harrow: The skies wfll not truly be open' Michael O'Brien 


Other recent high-profile 
matters to have come across 
her desk Include Mr Bran- 
sod's recent successful libel 
case against Giiy Show den, 
former chairman of GTech 
Carp, the US lottery opera- 
tor. and the recent offering 
of the Brussels-based Virgin 
Express airline on Nasdaq 
and the Belgian bourse. 

She has a broad remit, 
heading up legal affairs for 
the Virgin Croup of compa- 
nies, as well ae taking a 
management role in Virgin 
Atlantic, where she Is 
responsible for overseeing 
human resources, health and 
safety, information technol- 
ogy, administration, regula- 
tory matters and govern- 
ment affairs. 

When Virgin Atlantic 
moved into new purpose- 
built premises late last year, 
it was Ms Farrow who mas- 
terminded the move of 1,000 
people. However, most or her 
time, and that of her seven- 
strong legal team. Is concen- 
trated on regulatory matters 
and the BA litigation. 

Since joining Virgin Atlan- 
tic she has focused oh 
steering the BA fight Into 
the US courts where anti- 


trust cases can attract 
hlghri damages and, In avia- 
tion abaters, greater recog- 
nition than in Europe. 

The HA battle has taken 
up armtad 10 per cent of her 
time over each year. New 
York's M$on Tfaacher & 
Bartlett has beefl retained to 
handle the tis antitrust liti* 
gation wiSjh, at any one time, 
more thah IS lawyers work- 
ing on th4 matter full time. 

This is W crucial contest 
Eor Mr Branson, virgin 
Atlantic is the money 
machine bdhind his empire 
and as a Relatively small 
challenger to the established 
order it la venerable to the 
machinations of the larger 
operators. \ 

In particular the proposed 
alliance between BA and 
American Airlines threatens 
his share of not only the 
transatlantic sterna, where 
Virgin Atlantic makes three- 
quarters of Its riven ue i but 
also of the international 
marketplace, as wither BA 
global tie-Ups are Rumoured 
or pending with JAL, 
Q ant as, Canadians Airlines 
and. possibly, \ Cathay 
Pacific. I 

As part of the price for 


regulatory approval the BA/ 
AA deal is likely to Involve 
the divestment of some slots 
at London's Heathrow air- 
port which many believe will 
make it more accessible 
internationally and have the 
desired effect trf lowering 
transatlantic: fares. 

•Ms Farrow disagrees, "Our 
problem Is that the skies will 
not truly be open. There are 
not enough slots available at 
Heathrow to allow sufficient 
competition to counteract 
the dominant position of a 
consolidated British Airways 
and American Airlines.* 4 

For Virgin, the primary 
focus of the BA litigation Is 
BA's frequent filer pro- 
grammes and travel agent 
deals, BA's aim, she alleges, 
is to arrange discounts in 
global packages so that 
travel agents and corporate 
customer* With diverse 
travel requirements are 
channelled through one sup- 
plier. 

"Tying in products in this 
way is illegal in the goods 
arena and we are hoping to 
have that principle acknowl- 
edged within the Services 
sector, both in Europe and 
the Uft," she Bays. 
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NEWS 


If you need to know what’s moving 
UK, European and Asian markets, 
you need AFX NEWS, the real-time 
English language newswires that give 
the latest international financial and 
corporate news. With the resources of 
owners and partners, FINANCIAL 
TIMES INFORMATION and 
Agence France-Presse to draw on, 
you know AFX NEWS will always be 
relevant, reliable and right. And it’s 
available to you on-line through all 
major market data platforms, 


deliverable across your intranit, 
extranet or other network to you* 

PC, NC or workstation through \ 
Windows, browsers and propriety 
applications. AFX NEWS has W 
reporters across Europe and Asia , 
and in other key markets feedingpver 
1500 news stories a day direct to your 
system. So, for independent and \ ; . 
succinct reporting on economic, \ *. 
corporate and market news, contact * 
AFX NEWS direct or your local \ 

vendor today. \ 
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AFX NEWS 13-17 EP WORTH STREET, LONDON EC2A 4DL (44) 171 253 2832 
FAX (44) 1 71 490 3007 EMAIL: AFX.SALES@FT.COM AND NEW YORK, USA (212) 306 6734 




The opening up of US 
domestic routes to foreign 
carriers - cabotage - is also 
high on Virgin's agenda. Ms 
Farrow is looking for a "fair 
balance" on the division of 
the US/UK bilateral agree- 
ment. which she wants to 
sea liberalised, Otherwise, 
“the OS will get cabotage 
within the European Union, 
if they get their way, with- 
out any form of reciproca- 
tion". , 

Virgin is lobbying for 
unlimited access to the US 
domestic market tor Euro- 
pean carriers, and vice 
versa. This appears to be 
progressing well. Frederik 
Sorensen, head of air policy 
at the European Commission 
'Transport Directorate, has 
predicted the implementa- 
tion ‘of a multilateral avia- 
Hod agreement between 10 
EU countries and the US by 
earty next year. That could 
reBtdi in the n ullifi cation of 
existing trilateral agreements 
between EU and US carriers. 

The US's position Is that 
full liberalisation can be 
achieved through permitting 
the BA/AA allian ce, but Vir- 
gin does not accept that 

“Hie public wants low-cost 
air teres. They don’t want 
Just a few majors with hub 
domlnatiotL At present there 
is too much monopoly 
power. V?e are told that 
there la resistance from 
organised labour in the US 
i to foreign corporations own- 
ing US domestic airlines. But 
if we could run a low-cost 
airline in the US we would 
be employing a US work- 
force! and in every other 
aspect of US Commerce, It Is 
fine for foreign interests to 
have their own operation 
provided that they are 
creating local jobs/ she 
says i 

Mb fatimv is also involved 
in lobbying an the hew Com- 
petition Bill in the UK which 
introduces European -style 
prohibitions on anti- 
competitive agreements and 
anti-cbmpetitive behaviour 
for the first time, 

“We have been arguing Tor 
a more prohibitive approach, 
along the lines of US anti- 
trust tew. Bather than sti- 
fling commerce, we feel that 
clear prohibitions against 
abusive practices backed by 
sanctions would check anti- 


the legislation WdUtd 
embrace international avia- 
tion. which has always 
tended to be excluded in the 
pasL There is a provision Ul 
the bill which allows a dis- 
cretion to the government la 
exclude international avia- 
tion. We ore concerned that 
any operator coming into the 
market does dot abuse any . 
dominant position and stifle 

view competition." 

The position taken in the 
bill that vertical agreements 
are less of a problem than .- 
horizontal agreements Is m 
also a cause of concern. 

“Id the travel sector this 
could create real problems. 
For example. If a major air* 
line were to buy up a chain 
□r travel agents it would dis- 
tort the competitive environ- 
ment for all operators. We 
would prefer that individual 
block exemptions should be 
given to specific vertical 
agreements, if they merit It, 
or for the bill to state that a 
vertical agreement would 
not be allowed If It placed 
one party in a dominant 
market position," she says. 

As for opening up new 
routes, the Asla-Padifle 
region is an important focus 
for her at the moment, 
although regulatory matters 
are usually referred to local 
law firms in the countries fe 
concerned. 

Potential new Virgin 
routes could Include Taipei, 
Seoul and Osaka. However, 
the first goal IS Shanghai, 
which Ms Farrow believes 
may eventually supplant 
Beijing as the primary Chl ; 
nese hub. 

"China may take longer to 
move fully into cohsuttler- 
orientated structures, but 
there lx real potential for U8 
to grow there. The US air 
travel market is e norm DM 
but already well exploited. 

The real longer-term growth 
is In the Intra-Asian and the 
Asia n-EUrope/ Asian- Ufl 
arenas." 

However, the trend 
towards alliances may also , 
present a problem for devel- ( 
opment in Asia, Farrow 
says, if the BA/AA deal goes ” . 
through with antitrust 
immunity. Virgin could face 
problems because both 
already have an agreement 
in place with JAL. "It Will 
effectively constitute a 
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competitive behaviour. merger between three of the 

“The problem is that it Is world's biggest airlines," she 
still not dear whether or not says. 


Tax payable on 
fake perfumes 


European 

court 


The defendants argued 
that there was no lawfuU, j 
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The European Court of 
JUBUce ruled recently that 
under European law Value 
Added Tax IVAT) Ib payable 
on the supply of counterfeit 
perfumes. 

Two British traders, John 
Qoodwin and Edward 
tinstead, were accused of 
being involved in the manu- 
facture and sale of counter- 
feit perfumes Without being 
registered Tor VAT purposes. 

As part of their defence io 
criminal proceedings In the 
UK, the defendants argued 
that European VAT legist 
Hob precluded the charging 
of VAT on the manufacture, 
production, distribution and 
Bale of counterfeit perfume 
products. 

That argument was 
rejected by the trial judge, 
but oh appeal, the English 
Court of Appeal expressed 
the view that VAT was pay- 
able on the sale of counter- 
feit perfumes for consider- 
ation. 

However, as it was uncer- 
tain of the matter, it stayed 
proceedings and referred the 
issue to the European Court 
of Justice in Luxembourg for 
a proper interpretation of 
the European legislation. 

The European Court first 
referred to the European leg. 
jslation, which provides that 
VAT lfi payable in two 
tosteaws. First, it is payable 
on file supply of goods or 
services effected for consid- 
eration within the territory 
of a country by a taxable 
Hereon acting as such. Sec- 
ond, VAT la payable on the 
importation of goods. 

The legislation gets out to 
achieve harmonisation in 
VAT and Is based on the 
principle of fiscal neutrality. 

For the purposes of levy- 
ing VAT, that principle pre- 
cludes differentiation 
between lawful and unlawful 
transactions. 

However, there is an 
exception to the charging of 
VAT where, because of the 
special characteristics of cer- 
| tain products, all compete 
faon between a lawful eco- 
nomic sector and an 
unlawful sector Is precluded. 


market to counterfeit per-. ■ 
ruraes tn the UK. Such a Con- 
tract of sale would be void 
for illegality and would also 
infringe rights such as copy- 
right and trademarks. 

In earlier judgments the 
European Court ruled that 
VAT was not payable ott the 
unlawful importation of 
drugs into the European 
Union or unlawful supply Of 
similar products for consid* ;• 
eration within an EU mem- 
ber state in so ter as such 
products are not confined 
within economic channels 
strictly controlled by the 
competent authorities for 
use for medical and scteH*£ ■. , 
tlfic purposes. * : 

in effect, in those earlier ^ 
cases, the Court decided that 
the provisions of European 
legislation concerning VAT 
did not apply to products ‘‘■M 

which, because of special . 

characteristics, may not be , 

placed on the market or iff 

incorporated into economic U I 
channels. 

This exception did net ) 

apply to the supply of coUtv o. 1 

terfeit perfumes in the pres* j 1 

ent case since they Were not Uj 
goods which cannot be 
placed on the market 
because of their intrinsic for. 

nature or special characterise 1 r.f 

tics. i, 

Although transactions J 

concerning counterfeit pais 

fumes infringe rights, suebjr 
as trademarks and copy* ■‘‘ V -i - 
right, any -resulting prohibit ,"{ 
tiofl on their supply is not 
linked to their special char* r - t 
acteriatidB hut merely 
reflects the detrimental \ 

impact on the rights or third n r 

parties. £■ 

Furthermore, there is a 
possibility of competition 
between counterfeit perfume /■ 

products and lawfully traded 
perfume products. -V 

THus such goods cannot be 
regarded as falling outside 
normal commercial chpHmfla 
or commerce. Aa a result* ''' 

VAT was payable in full on s." 

the goods in the present V 

case. 

C-3197: Criminal proceed* J}\ 

ms against Goodwin and 
Uhsfcod, EG/ iGB, Mop 
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THE ARTS 


EXHIBITIONS IN LONDON 


Bringing order to 
pictorial chaos 








William Packer on 

why true artists always 
make their mark 

One or the real pleasures of this 
summer season in London's gal- 
leries has been the demonstra- 
tion of the old but sometimes for- 
gotten truth, that interest and 
quality in art are not the sole 
perquisite of the young. Go to the 
annual degree show by all means 
- the RCA and Slade shows are 
already up - and try to pick out 
the stars of the nest year or two. 
But remember as you do so that 
sustained engagement and 
achievement are also marks of 
the true artist and that real orig- 
inality may just as well declare 
Itself at the end of a long career 
as at the start 

The teachers, too. may have 
much to offer. Last month Paul 
Huxley, now 60 and about to 
retire as professor of painting at 
the Royal College, was showing 
his own work after a long inter- 
val; this month, at 65. it is the 
turn of Bernard Cohen, his oppo- 
site number at the Slade, with 
his first fill! show of paintings 
since 1990. 

To see the work is to un de r* 1 
stand the interval, for these 
paintings are hardly the work of 
a moment Their densely layered 
complexity, sustained over can- 
vases up to eight feet by six. Is at 
first daunting; they require close 
attention and closer focus before 
they begin to give anything of 
themselves beyond an initial 
physical buzz of visual activity. 
But slowly they settle, and we 
begin to penetrate their inner 


world, moving beyond the sur- 
face through their meticulously 
rendered systems, meshes, struc- 
tures. At times It is as though we 
are looking down upon an uto- 
pian city-plan, overlaid with 
what might be a micro-electronic 
diagram, a railway map, a wiring 
plan, a cosmic chart, and the cal- 
ligraphic Jumble of tangled string 
has always been his trade -mark. 

There is no clear figure or 
image by which to bring appar- 
ent order to this highly-wrought 


Real originality may 
just as well declare 
itself at the end 
of a long career as 
at the start 


pictorial chaos, no straw to 
clutch at; and yet order does 
begin to emerge, as one system 
resolves itself against another 
into some kind of balance by the 
very virtue of their mutual ten- 
sions and chromatic dissonances 
And with that resolution, or 
orchestration, diffused across the 
canvas, there comes a formal sta- 
bility that presents to us the 
painting as an integrated whole: 
busy ft may be, but ordered none- 
theless. 

They are oddly beautiful, and 
unexpectedly rich and robust on 
the surface for things so carefully 
and conscientiously crafted- For 
all their size, they draw us in 
close to the detail of blob and 


stripe, which are drawn now with 
a vigour and immediacy unre- 
membered In Cohen's work of 
even 10, let alone 20 or 80 years 
ago. Then was his day as a 
Young British Artist, with the 
Vance Biennale already behind 
him. and a retrospective at the 
Hayward soon to come. Plus pa 
change, indeed. But what has 
changed, and not for the better, 
is that whereas the artists of 
Cohenls generation saw the long, 
steady and serious development 
of their work as the essence of 
their commitment, now it as 
thnq g fr the career alone » ti < 1 self- 
presentation as an artist is 
enough, just so long as the work 
can command immediate atten- 
tion. Catch an image, strike a 
pose, be an artist. 

The point cannot be made 
sharp enough, that it always was, 
and always will be, the work that 
counts. Cohen has enjoyed a long 
career. His other commitments 
may have slowed him down 
somewhat. But he has always 
continued steadily and consis- 
tently with his own work and 
now, in his full maturity and 
with complete authority, is doing 
the best paintings he has ever 
done. 

Other current exhibitions wmiw 
similar points. Patrick Caulfield 
(62). whose show of large works 
last year was one of the exhibi- 
tions of the year, reappears sur- 
prisingly quickly for so sparing a 
painter with a group of small 
works on board that explore the 
pictorial ambiguities and possi- 
bilities of a disrupted surface. 
This he does by sticking on an 
extra, shaped element of board. 



A typical eaffgiaphic Jumble of tangled string: 'A Very Large Array* , 1994, by Bernard Cohen 


which is distinguished from the 
ground only by the physical fact 
of its raised edge. It is then 
assimilated, with customary 
finesse, into the painted image, 
in this case still-life characteristi- 
cally reduced to the barest mini- 
mum of description, yet full of 
atmosphere. Quite where the 
experiment will lead remains to 
be seen, but this is an intriguing 
moment 

Roger Adding (SI) is that rare 


beast a minimalist and a concep- 
ts alist whose work is lovingly 
and beautifully made. He finds 
the wood which is his raw mate- 
rial, and scorches lines on the 
surface in the time the sun 
allows on the given day. The 
results are curiously potent 
totems, exquisite in themselves 
and yet ever active in the imagi- 
nation. Given the nature of his 
work, it is perhaps surprising 
that more has not been made of 


him: but then, like his hero. Tbo- 
reau. be would rather keep him- 
self to himself and simply get on 
with it 


Bernard Cohen - pa int in gs of the 
90s: Rowers East, 199-205 Rich- 
mond Road EB, iiiiH June 21. Patrick 
CaulfleM - mode s on board: Wad- 
dington Galleries, 12 Cork Street W1, 
until June 20. Roger Ackling - 
Aimety Jnda Hne Art, 23 Dering 
Street W1, until June 26. 


Women 
bonding 
at men’s 
expense 

THE A T RE 

Lora You, Too 

Bush Theatre, London #12 
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In his new play, Love You. Too, 
Doug Lucie takes an annual 
glimpse into the tortured lives of 
a quartet of where-it’s-at young 
friends in the years between the 
general elections of 1992 and 1997. 
The framework serves no obvious 
purpose - perhaps dramatists of 
a certain age cannot write with- 
out a superficial political marker; 
of much more relevance is the 
changing attitude towards the 
sexes that the play reveals. 

Once women were the innocent 
. 'fl victims; in Love You, Too Jim 
(Reece Dinsdale) and Mick (Sam 
Graham) are well and truly 
stitched up by Shelley (Susannah 
Doyle) and fios (Miranda Foster). 

.. Lucie’s message is both awe- 
somely traditional and terrify- 
ingly modern - womens' friend- 
- ships last a lifetime, while men 
are pathetic, penis-driven acces- 
sories whose only propose is to 
generate babies. 

' " Jim and Ros are estate agents 
and. inevitably, Kinnocb baiters. 
They date for the first time on 
Election night '92, leaving Shel- 
ley - a pathetic, poor-little- rich- 
girl. so self-obsessed that the 
break-up of Yugoslavia cora- 
ls Plrtely passes her by - to mind 
flat A year later Jim and Ros 



Smart (fialogua: 


are enduring a relationship, 
while Shelley has sexually snared 
Mick, a champagne and cocaine 
socialist. 

As the scenes fallow the years, 
the couples come together and 
fall apart under Mike Bradwefl's 
sharp direction inside designer 
Es Devlin’s clever, adaptable, 
set. The women, bonded by los- 
ing their virginities an Roe's 16th 
birthday, become ever stronger 
while the men, caught in uncer- 
tainty and desire, are scattered to 
the wind, dinging desperately to 
the props of football and drink. 


Doyle hi Doug Lucie’s latest play 


With minimal political and 
social context, and little explana- 
tion of why the women treat the 
men so badly, the main enjoy- 
ment comes from Lucie's one-lin- 
ers. “Oasis are like the Beatles if 
Ringo had been in charge” musi- 
cian Mick kindly explains to Jim, 
a taste-free zone. Much fun is 
squeezed from the girls belated 

conversion to “footie". 

But the repetitive format devel- 
ops into a protracted dying ML 
The cast, so spunky at the start, 
seem to lose faith in their mate- 
rial, although Dinsdale and Fos- 


ter are always worth watching, 
and Doyle squirms attractively. 
We want a bit more than smart 
dialogue and the predictable 
switch in the balance of power as 
Shelley reveals a master’s degree 
in manipulation. 

At its root, Lucie has written a 
play about babies, but the hero. 
George, constantly carried on 
and off stage as his parents 
squabble, remains resolutely 
silent, unable to give his un cor- 
rupted judgment on the mad and 
selfish drama being played 
around him. 


POP ELTON JOHN AT WEMBLEY 

St Elton the 
crowd-pleaser 


Billy Joel called off his Wembley 
concert on Saturday, citing a sore 
throat That left Elton John, his 
partner in this stuttering tour of 
the world's largest stadia, to bash 
the piano keys sola 

No sweat Most performers - 
notably such short-changers as 
the Beatles, Oasis, and Chuck 
Berry - would have crumpled at 
the prospect of doubling their set 
to three hours, but Elton is a 
knight of the realm, and rose 
nobly to the challenge. 

It was hard to distinguish the 
Joel tens from the John support- 
ers in the comfortably filled sta- 
dium - everyone looked like a 
mortgage-holder and a reassur- 
ingly solid citizen - but by the 
end they were surely dancing In 
the aisles, too, in the mutual 
abandon. 

If John, after 30 years in the 
business, cannot dip Into his 
back catalogue and set the world 
to rights he would not deserve 
his sainted status. But the vic- 
tory was hard-earned. For the 
first hour he looked like a man 
betrayed as he hammered away 
apprehensively through his 
minor hits. But into the second 
hour, and with the band showing 
that they remembered the tunes, 
Elton started to relax. 

He realised that the audience 
was on his side, and got them to 
help him with vocals which were 
palpably straining his voice. 
Once the atmosphere improved, 
so did Elton's delivery, and being 
forced to play songs that he con- 
fessed he had not performed in 


England for 20 years gave the 
evening a nostalgic charm. Out 
came “Daniel". “Rocket Man”, 
“Crocodile Rock", the best of Ber* 
nie Taupin's lyrics before the mil- 
lionaire lifestyle drained his 
juices. 

Elton was generous to Billy 
Joel, staring at the empty space 
on the stage with some emotion 
- but he still stole Joel's biggest 
hit, “Uptown Girl”. By the end he 
was enjoying himself, revelling 
in his achievement 

Now he has passed 50 be could 
sensibly give up some of the old 
crowd-pleasing tricks like 
playing the piano lying prone 
on the floor, especially when 
it is the tedious “Benny and the 
Jets”, but Elton is a driven 
crowd-pleaser. He won't leave the 
stage until he has got the 
thousands to their feet, and the 
stadium to a pitch rarely 
achieved recently by the English 
football team. 

These vast shows are becoming 
archaic occasions - the tiny fig- 
ure on the stage; the pompous 
band belting out anthem rock 
through a sound system which 
mangles more than the words; 
the dominating light show; the 
unavoidable screens which 
deliver the performance second- 
hand. But if anyone can drive 
stadium rock into the next mil- 
lennium it is Elton John. I hope 
he got double the fee for his com- 
mitment 

A.T. 


13 


Berlioz 
with a 
Twist 

NEW YORK THEATRE 
BR^p^L^ON 

Symphony Fantastique 

Here Arts Centre, Off-off Broadway 

The Lion King may have won a 
lion's share ol Tony Awards thk 
past weekend, bat neither R nor 
Cabaret (another big winner) «n 
now claim Lo be the hottest show 
in New York. 

That hononr belongs to an 
underwater poppet extravaganza 
called Symphonic Fantastique, 
which is being presented in a 
75-seat theatre in SoHo that may 
be worlds away from Broadway 
but that showcases a creator, 29- 
year-old Basil Twist, who is 
every bit as Imaginative as Julie 
Taymore, the director of the Dis- 
ney spectacle. Twist, in fact, has 
worked with her. 

When his hour-long creation, 
which is set Lo Berlioz’s 1830 
Si/mphonie Fantastique begins, 
what you see is a 30-by-t0 inch 
opening or a glass tank that is 
filled with 500 gallons of water. 
Within seconds, Twist and three 
helpers begin a fluid manipula- 
tion of puppets made of materi- 
als more diverse than those on 
an entire array of Academy 
Award gowns: textiles, feathers, 
plastic, vinyl, mirrors, slides, 
super-8 film, dyes, fibreoptic 
cables, and air bubbles. Through 
a weird free-associative alchemy, 
the piece turns out to be the 
most visually arresting accompa- 
niment to music since Disney's 
Fantasia. 

But unlike Disney, there are 
no dancing hippos or sorcerer's 
apprentices. Twist's vision is an 
entirely abstract one. with pup- 
pets that call artists to mind: 
Kandinsky for colours, Matisse 
for the cut-out shapes, and Mal- 
evich for the way everything 
conspires to create an aura that 
one wants to call spiritual. 

Twist’s decision to work in 
abstraction was the crucial one. 
If he had tried to provide exact 
figurative analogues for the sym- 
phony’s scenes as outlined by 
Berlioz (a ball, an evening in the 
country, an opium dream, a 
witches’ sabbath), he would 
merely have been an illustrator. 

Twist is similarly non-literal 
in the way he uses movement. 
Just as great ballet choreogra- 
phers rarely place their dancers 
on the exact beat of the music, 
because it would become unbear- 
ably plodding, so Twist is simi- 
larly adept at keeping his pup- 
pet-shapes in counterpoint to, or 
even against, Berlioz’s rhythms. 

The puppeteer is also good at 
reserving his loopiest effects for 
the composer’s most innovative 
uses of orchestration - the mul- 
tiple timpani, sponge sticks, and 
percussive col legno bowing. 
These innovations helped make 
the symphony one of the seminal 
works of Romanticism, but 
Twist’s interpretation is so play- 
ful that you suspect he is almost 
mocking Berlioz. 

That Twist's understanding of 
his art form seems utterly intu- 
itive comes as no surprise given 
his background: his family has 
had puppeteers in it for genera- 
tions. Twist has also worked for 
Jim Henson’s stadia the creator 
of the family -orientated Muppet 
Show, and for New York’s Thea- 
tre Couture, whose ribald drag 
shows are guaranteed to shock 
your grandparents, and both 
exist comfortably within his aes- 
thetic. In Symphonic Fantastique, 
Twist takes an idea that could 
have been merely clever and 
makes it ingenious. 
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AMSTERDAM 

OPERA 

Netherlands Opera, Hot 


I ^Tat 3 1 -20-55 7 8911 
sff'Sfegfried: by Wagner. New 

- • Production conducted by Hartruut 
■ HaenGhen in a staging by Prenu 

' Audi; Jun 9, 13 

• basle 

exhibition 

. Kiastmuseum 
. Tel- 41-61-271 0828 

*ww.kLmstmuseuml xaseLch 
Andy Warhol: Drawings 1942-1987. 
. Around 230 works by the American 

• f>op artist, most of them on loan 
framthe Andy Warhol Museum m 
Pittsburgh and the Warhol 
Foundation In New Yortc to Jul 1* 

. BERLIN 

^ CONCERTS 

. - . Konaerthaus 
Wst 48-30-203090 

• Berlin Symphony Orchestra: 

- conducted by Michael Schonwandt 

' . h Messiaen's “TurangalBa’ 

Symphony: Jun n» 12, 13 


• International Chamber 
Orchestra: conducted by Nikolaus 
Harnoncourt in works by Mozart 
and Handel. With Concentus 
Musicus and soprano Sylvia 
McNair. Jun 9 

PhSiarmonte 

Tel: 49-30-2548 8354 
Berlin PWBrarmonlc Orchestra: 
conducted by Lorin Maazel in 
works by Strauss and Wagner Jun 
9, 10. 11 

OPERA 

Deutsche Oper 
Tet 49-30-34384-01 
Manon: by Massenet New 
production conducted by Jin Kout 
In a staging by Casare Ueve. With 
sets by Margherita Pafll and 
costumes by Luigi Perago; Jun 
11. 13 

BOLOGNA 

OPERA 

Teatro Comunate 
Tel: 39-51-529 999 
www.nmino.n/t<^toatrcxx}mun^e 
Don Giovanni; by Mozart New 
production conducted by Daniels 
Gatti in a staging by Gianfranco de 
Boskr. Jun fl, 11 

BONN 

exhibition 

Kurtst- und AusstaOungshalle der 
BundesrepubEk Deutschland 
Tel: 49-228-917 1200 
wwwJteh-bonn.de 
Great Coflocttons: the latest fn this 
series ot exhibitions Is devoted to 
the Musfe du Petit Palais In Paris, 
concentrating on the museum's 
holdings of 19th century French 


art. the show includes works by 
Ingres, Delacroix and the 
Impressionists; to Sep 27 

CLEVELAND 

EXHIBITIONS 
Cleveland Museum of Art 
Tet 1-216-421 7340 
www.denKJsart.com 
Gifts of the Nile: Ancient Egyptian 
Faience. Display of ceramics, 
known as faience, a mixture 
worked by the Egyptians and 
regarded by them as magical. 
Brings together over 200 works, 
including statuettes of kings, gods, 
and animals, and inlaid boxes 
ranging over 5000 years. Includes 
works borrowed from public and 
private collections; to Jul 5 

GLYNDEBOURNE 

OPERA 

Glyndeboume Festival Opera 
Tet 44-1273-815 000 
Cos Fan Tutta by Mozart. New 
production by Graham Vick, 
conducted by Andrew Davis. Cast 
Includes Alan Ope and Barbara 
FrittoH. With the London 
Philharmonic Orchestra; Jun 9, 12 

HELSINKI 

OPERA 

Finnish National Opera 
Tab 358-9-4030 2211 
Die Walbure: revival of last year’s 
collaboration between Leif 
Segaretam and Gfitz Friedrich, with 
designs by Gottfrlend Mz; Jun 11 

LONDON 

CONCERTS 


Barbican Hal 
Tet 44-171-638 8891 
London Symphony Orchestra: 
conducted by Bernard Haitink In 
works by Mozart and Strauss; 

Jun 11 

Wigmore Hafl 
Tet 44-171-935 2141 
9 Aaron Rosand: recital by the 
violinist of works by Beethoven. 
Bach and Brahms, accompanied 
by Hugh Sung; Jun 10, 13 
• Nash Ensemble: Michael 
Berkeley 50th Birthday Concert 
conducted by Martyn B rabbins, 
with mezzo soprano Jean Rigby* 
Programme includes works by 
Berkeley, Brahms and Mozart 
Jun 9 

EXHIBITIONS 
Hayward Gallery 
Tet 44-171-261 0127 
wwwJiayward-gaAery.orgjjk 
Arish Kapoor one of a generation 
of British artiste who came to 
prominence in the 1980s, Kapoor 
creates sculptures using stone, 
steel, and mirrored metaL This is 
the first major showing of his work 
in a public gallery In Britain, and 
includes massive new stone 
pieces; to Jun 14 

National Gallery 
Tet 44-171-839 3321 
Masters of Light Dutch Painting 
from Utrecht in the Golden Age. 
Brings together 74 works produced 
by painters working In the city of 
Utrecht In the first half of the 17th 
century; to Aug 2 

OPERA 

English National Opera, London 
Coliseum 


Tel: 44-171-632 8300 
9 Carmen: David Rltch and John 
La Bouchardldre direct a revival of 
Jonathan Miser's production, 
conducted by Noel Davies (Roy 
Laugh Bn on Jim 26 and Jul 1). The 
title rote is sung by Salty Burgess; 
Jun 11. 13 

• Manon: by Massenet. New 
production by David McVicar, 
designed by Tanya McCafiin. Rosa 
Mannion sings the tide role and the 
conductor Is Paul Daniel; Jun 10 

MANCHESTER 

OPERA 

Palace Theatre 
Tet 44-161-242 2503 
9 Opera North: Joan of Are, by 
Verdi. New production by Philip 
Prowsa. conducted by Richard 
Fames with a cast headed by 
Susannah Glanville and Arthur 
Davies; Jun 10 

■ Opera North: Eugene Onagri, 
by Tchaikovsky. New production 
by 0 afla ibeihauptaite, conducted 
by Steven Sloans. The cast Is led 
by Alwyn Metior and Peter 
Savidge; Jun 12 

MILAN 

OPERA 

Teatro aUa Scale 

Tel: 39-2-88791 
www.bscale.mitena.it 
Manon Lescaut by Puccini. 
Production by LiBana Gavanl 
conducted by RJccardo Muti: Jun 
10 , 11 

MUNICH 

CONCERTS 
Philharmonic Gastrig 


Tet 49-89-5431 8181 
Munich Philharmonic Orchestra: 
conducted by Horst Stein in 
Pfitzner’s "Von deutscher Seele". 
With soloists Doris Soffel, Luana 
DeVol. Thomas Moser and Alfred 
Muff; Jun 11, 13 

NEW YORK 

EXHIBITION 

Metropoli t an Museum of Art 
Tel: 1-212-879 5500 
wwwjrtetmoseum.org 
Sir Edward Burne-Jones; test 
American exhibition devoted to the 
19th-centLiry British artist, 
comprising more than 200 works, 
including tapestries and jewellery 
as well as paintings; to Sep 6, then 
touring 

SAN FRANCISCO 

CONCERTS 
Davies Symphony HaB 
Tet 1-415-864 6000 
www.sfsymphony.org 
San Francisco Symphony 
Orchestra: conducted by Michael 
Tllson Thomas in works by Mahler, 
including Symphony No. 5. With 
mezzo soprano Frederica von 
State; Jun 12. 13 


Jun 11 


TOKYO 

CONCERTS 

Suntory Hall 

Tet 81-3-3584 9999 
9 Japan Philharmonic Symphony 
Orchestra: conducted by Neeme 
Jflrvi in works by Grieg and 
Beethoven; Jlbi 13 
• Yomiuti Nippon Symphony 
Orchestra; conducted by Jeffrey 
Tate In Haydn's Dte Jahreszeiten; 


WASHINGTON 

CONCERTS 
Kennedy Center 
Tet 1-202-4674600 

• National Symphony Orchestra: 
Caribbean Festival concert 
conducted by Leonard Station. 
Programme of works by Copland, 
Sandoval and Bernstein; Concert 
Hall; Jun 11 

• National Symphony Orchestra: 
Caribbeoi Festival concert 
conducted by Leonard Stetkki. 
Programme of works by Gould, 
Camilo and Gershwin; Jun 12 


TV AND RADIO 

• WORLD SERVICE 

BBC World Service radio for 
Europe can be received in western 
Europe on medium wave 648 kHZ 
(463m) 

EUROPEAN CABLE AND 
SATELLITE BUSINESS TV 

• CNN International 
Monday to Friday, GMT: 

06&k ManeyEne with Lou Dobbs 
13J3& Business Asfe 
1930: Work/ Business Today 
22.00: World Business Today 
Update 

9 Business/Market Reports; 
05:07; 08:07; 07:07; 0820; 09:20; . 
10.20; 11-20. 11-32: 122ft 1350; 
1420. 

At 0820 Tanya Beckett of FTTV 
reports live from UFFE as the 
London market opens. 


Hr.i: 
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COMMENT & ANALYSIS 



MARTIN WOLF 


Caught in a trap 

Japan must act far more decisively on the demand side if its 
structural reforms are not to make matters even grimmer 


How thp mighty have fallen. 
Not so long ago. the 
Japanu&e economy was the 
a 11 -conquering harbinger of a 
new capitalism. Now it lies 
like *i beached whale. 

Japan is not like Korea. 
Indonesia or Thailand. In 
those countries, it is argued, 
any strongly expans I onary 
monetury or fiscal policy 
would lead to further 
currency collapse and 
aggravate the mass 
bankruptcies caused by the 
overhang of foreign currency 
debt. This does not apply to 
Japan, the world's principal 
creditor nation. So hnw can 
the economy have fallen 
into such difficulties? And 
what can be done lo resolve 
them? 

To these questions, two 
distinct answers are being 
advanced. 

First, that the economy' 
languishes because it suffers 
from inadequate aggregate 
demand. Second, that it is 
suffering from structural 
ills. Both of tbese views may 
be true. But they are not 
equally applicable to Japan's 
current wnes. Now - and for 
much of the 1990s - the 
problem has been 
inadequate growth of 
demand against what may 
well also be insufficiently 
dynamic expansion of 
potential supply. 

Note that the private 
sector has invested about 20 
per cent of gross domestic 
product during the 1990s. 

Thai is considerably more 
than in the US. where it has 
averaged 14 per cent of GDP, 
or the European Union, 
where it has been 16 per 
cent. Moreover. Japan's 
public sector has invested a 
farther 9 per cent of GDP. 
However inefficient this 
Investment may have been, 
the growth in potential 
supply must have been 
greater than zero. 

Yet output has stagnated. 
Demand has obviously Called 


to absorb the growth in 
available capacity. Against 
this background, a purely 
structural approach to the 
crisis must be misconceived. 

This is a lesson readily 
learnt from a thought- 
provoking study by two 
long-time Japan-watchers, 
David Asher and Andrew 
Smithors.* Consider just a 
few of the scary figures they 
relate. 

• The debt equity ratio of 
larger companies Is four to 
one. This may have been 
acceptable when the 
economy was dynamic; it is 
far too high now it is 
stagnant 

• Published profits 
overstated their true level by 
a third In 1995, because of 
the shortfall in binding 
pension liabilities. 

• The return on corporate 
equity has fallen to about 
half the US level. 

• Prices of land and 
equities are far above 
sensible equilibrium levels, 
kept there by government 
manipulation and restrictive 
regulations. 

• The banking and 
Insurance industries are 

Japan's trast bubble 
Reined 11985=100} 


both largely insolvent and 
grossly inefficient 

• Net liabilities of bankrupt 
corporations are higher, in 
relation to GDP. than in the 
US in the 1930s. 

• And as the population 
ages, the labour supply is 
falling, while labour 
productivity in the economy 
as a whole is stagnant 

Accept that all this is true. 
What would happen If 
deregulation, increased 
competition and greater 
transparency swept through 
the economy? Equity and 
land prices would fall; 
concealed losses would be 
revealed; unemployment 
would soar, pension funds 
would founder; banks and 
insurance companies would 
collapse; and, not least, the 
desired return on Investment 
would jump. 

What would be the net 
result? In the short, to 
medium term, uncertainty 
would Increase and much 
planned investment would 
be eliminated. The former 
would lead to higher desired 
savings than today: the 
latter would result in a 
collapse in Investment The 
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result would be a slide from 
stagnation to slump. 

Japan suffers from a 
chronic structural complaint 
and a critical demand 
condition. To focus on the 
chronic complaint is to risk 
aggravating the critical 
condition The priority is to 
boost demand, to cushion 
the economy during the 
needed reform. The question 
is how. 

Professor Paul Krugxnan of 
the Massachusetts Institute 
of Technology hasargued 
that the only way out may 
be a credible commitment to 
monetary irresponsibility - 
or. more precisely, to 
sustained inflation.** The 
underlying theory Is a 
version of the Keynesian 
liquidity trap: desired 
savings only match desired 
investment, at fall 
employment if the real rate 
of interest Is negative. But 
this can happen only If the 
real return on cash falls 
below zero. 

Prof Krugman’s theory is 
applicable to an economy 
with downward inflexibility 
In nominal prices and poor 
long-run prospects for 
growth. Given Japan's 
high real Incomes and 
unfavourable demographic 
trends, it just might be 
applicable. 

Moreover, greater 
investment abroad may not 
be a solution, argues Prof 
Krugman. This is because 
the real exchange rate will 
need to depredate as capital 
flows oul. but appreciate 
when it returns. Expected 
returns to the Japanese may 
bo negative even if the real 
return in capital-importing 
countries is positive. Real 
Interest rates in Japan may 
need to be negative, to 
make the exchange rate 
depredate enough bo 
generate the required capital 

out Dow. 

Yet. if one way out of the 
trap is credible inflation, 
another is a more aggressive 
fiscal policy. After all. even 
the April stimulation 
package has only reversed 
the tightening at the start of 
the last fiscal year. 

So which of these 
unpalatable options should 
the Japanese authorities try? 

The advantage of an 
expansionary fiscal policy, to 
run over a period of years. Is 
that It would strengthen the 
yen somewhat, giving relief 
to Japan's fragile Asian 
neighbours. The dis- 



advantages are that public 

fhianrPK STB in &TQ58S, 

increased spending might be 
wasted and reduced taxes 
might be saved. 

Yet how can a government 
able to borrow long term at 
interest rates of VA per cent 
be constrained by fears of 
long-term insolvency? True, 
tax rates will have to rise hi 
future, but Japan's tax 
burden is today only 32 per 
cent of GDP. far below levels 
In moerhlgh-lncome 
countries. True too, an 
increased fiscal deficit may 
have no effect on demand, 
but the only way to And out 
is to try. 

The alternative of 
aggressive monetary 
expansion Is not without 
drawbacks either. The tiantr 
of Japan might have serious 
difficulty in persuading the 
public that It was engaged in 
a long-term inflationary 
policy. Moreover, the result 
would be a collapse in the 
yen, with seriously adverse 
consequences for Japan's 
Asian neighbours. 

What then must Japan do? 
Right now, it should push 
fiscal ffit pawrinn far harrier 
than hitherto, aiming tO 
keep demand growing by 
more than underlying 

capacity in the medium 
term. fihHnKanBniisl y, it 
must commit itself to radical 
structural reforms. Finally, 
it should delay moving far 
from its loose monetary 
policy of today to one of 
sustained monetisation of 
public debt, at least until 
the alternatives have 
demonstrably failed. 

What Japan must not do Is 
rest on its currant efforts. 

The present fiscal stimulus, 
easy monetary policy and 
half-hearted effort at 
restructuring and reform are 
insufficient. This way lies 
permanent disappointment. 
That would be unhelpful liar 
the world - and disastrous 
for Japan. 

« i 

*David Asher and Andrew 
Smithers. Japan's Key 
Challenges for the 21st 
Century: Debt, Deflation, 
Default, Demography and 
Deregulation ( Washington 
D.C School of Advanced 
International Studies, Johns 
Hopkins University, 1998). 

**Paul Krugman, Japan’s 
Trap, http:ltmb.mU.edul 
krugmanfwwwliaptrnpJdml 
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LETTERS TO THE EDITOR 


‘New age’ economists 
offer credible answer 
for US growth 


From Professor Ira Sohn. 

Sir, In summarising the 
dilemma faced by the US 
Federal Reserve Board chair- 
man, Paul Krugman (Per- 
sonal View: “Pity Alan 
Greenspan", June 3) focuses 
on the intellectual battle 
being waged by “old believ- 
ers” and "new age" econo- 
mists to explain the beady 
performance of the US econ- 
omy over the last two years. 

The "old believers", in 
attributing the high growth- 

low unemployment and still- 
lower Inflation economy to a 
fortuitously "just-in-time" 
series of favourable "one- 
offs” (that is, lower health 
costs fallowed by lower 
import costs because of a 
strong dollar followed, In 
turn, by lower commodity 
prices due to the Asian cri- 
sis), seem to be stretching 
the limits of credulity. Even 


gamblers hardly ever get 
this lucky! 

On the other hand, in dis- 
missing the productivity- 
based explanations of the 
“new age" economists as the 
ri oTPinant cause of the recent 
impressive performance of 

the US economy, Professor 
Krugman appears to trip 
over his own logic: "... if 
productivity is under- 
reported, that doesn't mean 
we can grow faster, it means 
that we already are growing 
faster”. That is precisely 
what a “new age" economist 
would argue and. is consist- 
ent with the last six quarters 
of reported US gross domes- 
tic product numbers. 

Ira Sohn, 

professor erf finance, 
Montclair State University, 
Upper Montclair, 

New Jersey 07043, US 


Dressed up self-interest 


From Mr Ian McMaster. 

Sir, Proponents of propor- 
tional representation ("Cam- 
paigning intensifies before 
the poll of palling systems”, 
June 4) put forward two 
basic arguments: that it Is 
"fairer" in some sense, and 
that it produces "better" 
government. The truth is 
that both propositions are 
sometimes true, but not 
always. Nor is PR a neces- 
sary condition for either fair 
or good government 

For example, UK prime 
minister Tony Blair's gov- 
ernment has adopted an 
Inclusive style previously 
thought possible only under 
PR. Also, although the lib- 
eral Democrats feel hard 
done by, it is not clear that 
Labour's victory was unfair 
to the country as a whole. 
The German experience - 
with directly elected MPs 
and a top-up from lists to 


produce overall PR - is also 
illuminating, fa it, for exam- 
ple, fair that the free-market 
FDP, which normally 
receives around 7 per cent of 
the vote, should have been 
in government for as long as 
anyone can remember, with 
the power to determine 
which of the two larger par- 
ties heads the coalition? If 
so, my name is Franz Beck- 
enbauer. When will we end 
this quasi-religious debate 
about PR, and recognise that 
we are comparing a range of 
imperfect voting systems, 
and that most people's (and 
parties') arguments for a 
particular system are noth- 
ing more than self-interest 
dressed up In terms such as 
“fairer" and “better"? 

fain McMaster, 

Stehfatnuwe 60, 

81667 MTmiirih, 

Germany 


Clinging to a 
myth about 
US industry ij t 

From Mr Marino Monish. 

Sir, Percy Bamevik is cer- 
tainly not the first person - J 

and will not be the last - to - 
predict the imminent decline * 
of US manufacturing ("Revo- 
lution again", June 4). 

Today. US manufacturing 
contributes as much or more 
to the strength and growth 
of the economy as at any 
time in the post second 
world war era. Too many i 
still cling to the myth of 
man ufacturing decline. But 
it fa a myth. 

• Total US manufacturing 
output Is at record levels - 
the opposite of decline. 

• Since the end of the sec- 
ond world war, US manufac- 
turing's direct contribution 
to US output (gross domestic 
product) has been remark- 
ably constant at about 20-23 
per cent Mr Barnevik’s pre- 
diction of a decline to 10 per 
cent by 2010 will not come 
close to materialising. 

• “Fewer manufacturing 
jobs” Is often cited as evi- 
dence of decline. Actually, 
employment In manufactur- 
ing has stayed relatively 
constant since the second 
world war. Currently about £ 

186m, it has ranged from a I 
little lower than that to 
about 2lm during the past SO 
years. 

• As millions more non- 
manufacturing Jobs have 
been created, manufactur- 
ing's share of total US 
employment has fallen even 
though total employment In 
manufacturing has not. 

Overall, manufacturing is 
right where it has been for 
decades, smack In the centre 
of America's economic 
strength and prospects for 
future growth. 


Marino Martfch, 
director, 

International National Asso- 
ciation of Manufacturers, 

1331 Pennsylvania Ave. NW, 
Washington, DC 20004-1790.4: 
US T 
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PERSONAL VIEW CARL BILDT 


Deja vu in Kosovo 

The European Union should prove it has learnt the lessons of Bosnia by acting 
decisi vely to bring about peace in the southern B alkans 

focus on dialogue between 


O nly six months 
ago the Kosovo 
Liberation Army 
made its first pub- 
lic appearance. Yet the 
southern Balkans is already 
on the brink of another war. 

The International commu- 
nity has yet to devise a 
coherent policy in seeking to 
contain the conflict Nor has 
it a clear idea of how to find 
a longer-term solution to the 
problems of the region. 

The European Union has 
not taken an active role in 
the conflict notwithstanding 
yesterday's decision in Lux- 
embourg to Impose a ban on 
future investment in Serbia. 
The six-nation Contact 
Group - comprising the US, 
Russia, Britain, France, Ger- 
many and Italy - is sup- 
posed to be guiding policy. 
But tho main diplomatic 
activity on the ground has 
been carried out by the 
Americans, notably by vet- 
eran envoy Richard Hol- 
brooke. 

This pattern la all too 
familiar. It gmarfr* of Bos- 
nia. Sadly, the ElTs much 
talked about common for- 
eign and security policy 
appears to amount to little 
mare then an academic exer- 
cise in Brussels. 

This is not enough. It is 
imperative to come up with 
a policy to prevent the con- 
flict in Kosovo from escalat- 
ing out of control. That 
would cause a huge wave of 
refugees across Europe and 
raise the prospect of farther 
bloody wars in the region. 
Once escalation has been 
prevented. European leaders 
must devise a policy to con- 
tribute to the long-term sta- 
bility of the entire area. 
Time fa rapidly running out 
Nato has so far been much 
too slow in responding to 
calls from the Al banian gov- 
ernment to deploy a substan- 
tial force in northern 
Albania. The earlier Nato 
agrees to station such a 
force, the quicker progress 
can be made on a wider 
strategy. 

Deploying troops in north- 
ern Albania would dramatic- 
ally increase future options. 
The immediate task of the 
force should be to close the 
border between Albania and 
Yugoslavia for all military 
purposes. One could then 
order the Yugoslav army, as 



Torched: the Yugoslav ermy ha* no legttknata rote In Kosovo 


wall ,as its special police 
units, out of Kosovo, since 
they would no longer have 
any legitimate role there. 
Their only reason for being 
in Kosovo has been to pur- 
sue a scorched-earth policy 
and to carry out reprisals 
against Albanians. 

The Serbs are unlikely to 
withdraw unless Nato's ulti- 
matum fa backed up by mili- 
tary threats. A no-fly zone 
over Kosovo should be estab- 
lished as soon as possible. 
There should also be a com- 
plete ban on the use of all 


eratlon Army throughout 
Europe and the US. 

It fa also important to 
secure access for interna- 
tional monitors to Kosovo. 
The European Community 
Monitoring Mission has per- 
mission to operate through, 
out all of farmer Yugoslavia, 
and some of its resources 
could easily be relocated to 
Kosovo. If the authorities in 
Belgrade are not ready to 
honour their previous agree- 
ments, the EU should retali- 
ate by reneging on some of 
hs commitments to Serbia. 


Action against Serbia should not be 
confused with support for an Albanian 
uprising. The interests of 200,000 
Serbs must be taken into account 


air defence weaponry or 
equipment Nato should also 
threaten to use air strikes 
against Serb forces or 
facilities that remain in 
Kosovo. 

Yet, tough action against 
Serbia should not be con- 
fused with European support 
for an Albanian uprising 
against Belgrade. The inter- 
ests of nearly 200,000 Serbs 
in Kosovo must also be 
taken into account 

Thus there must be an 
equally dear message to the 
Kosovo Liberation Army to 
stop all military operations. 
This must be coupled with 
co-ordinated action against 
the organisational and finan- 
cial infrastructure of the Lib- 


Here again, establishing a 
no-fly zone fa vital to protect 
monitors and relief agendas 
in Kosovo. 

A co-ordinated military 
strategy of the type outlined 
will be both demanding and 
difficult. Only Nato has the 
command infrastructure to 
carry it oul Nato would not 
only need the authorisation 
of the UN Security Council, 
but would also require the 
active participation and 
co-operation of Russia. Such 
authorisation from Moscow 
need not be an insuperable 
problem. 

With the conflict thus con- 
trolled, the search for a 
longer-term political solution 
could be stepped up. The 


Ibrahim Rugava, the pro- 
Independence leader of thj^ J 
main Kosovo Albanian* 
party, and Slobodan Milos- 
evic, the Yugoslav president, 
was an immediate necessity. 

It will no longer be enough. 

In particular, Europe 
should not build up Mr Mil- 
osevic as the alpha and 
omega of every peace effort 
in the Balkans. After all, his 
actions are substantially 
contributing to the prob- 
lems. We must be ready to 
deal constructively with all 
relevant actors. 

A policy for Kosovo cannot 
be separated from a policy 
tor Serbia. That country will 
not have a better future 
unless it discontinues itev 4 
present policies, which art# 
sinking it into despair and 
decay. 

There fa hope. Politicians 
of a different hue from the 
socialist elite around Mr Mil- 
osevic are emerging in Banja 
Luka, In Bosnia, and Podgo- 
rica, in Montenegro. That 
bodes well for change in 
Serbia. Our long-term goal 
should be the full reintegra- 
tion of a reformed Yugo- 
slavia Into toe international 
community. 

Direct talks between Bel- 
grade and Pristina are vital, 
though on their own such 
talks are unlikely to bring a 
solution. That mwma there 
should be an international 
conference, bringing all the 
parties to the table, and^- 
seeking a framework for a*' •, 
more comprehensive politi- 
cal solution. For this to suc- 
ceed, the US, the £U and 
Russia must devise a com- 
mon strategy. 

Kosovo is a testing 
ground. Here we will see if 
the lessons of the wars in 
Croatia and Bosnia have 
been learnt So far, there are 
only faint signs that this has 
been the case. The EU fa as 
hesitant, Nato as unwilling, 
Russia as reluctant and the 
US as much a solo player as 
ever. Meanwhile, the num- 
ber of deaths mounts daily- 
So does the prospect of a 
huge humanitarian and 
political disaster. 

The author was formerly j 

European Union's high npre- 
tentative in Bosnia and is 
chairman of Sweden’s Moder- 
ate party 
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Manipulating the 
genetic debate 


Europe's debate over the future 
of genetically engineered, crops 
and food has reached a new cre- 
scendo. Over the weekend the 
Swiss sensibly rejected by a two 
to-one margin a sweeping initia- 
tive to ban the genetic manipula- 
tion of plants and animals But in 
the UK yesterday the Prince of 
Wales, heir to the throne, threw 
the bioindustry back on to the 
defensive with a strongly worded 
attack on the use of gene technol- 
ogy in agriculture. 

Meanwhile Monsanto, the US 
company most closely associated 
with food biotechnology, was 
launching a $l.6m (£970,000) 
European advertising campaign 
seeking to allay consumer con- 
cerns about its activities. And 
out in the field, those who prefer 
direct action said they had 
destroyed seven trials of geneti- 
cally engineered oilseed rape in 
England. 

Some opponents of food bio- 
technology clearly go too far. No 
one can defend cr iminal riamag w 
to “decon tamina te" fields of 
genetically engineered crops - 
but farmers and their suppliers 
should not under-estimate the 
future threat from activists, 
buoyed up by what they see as 
public concern about ‘'Franken- 
stein foods”. 

Prince Charles would never 
advocate direct action of this 
sort though some of his words 
carry a hint of holy war. He 
seems to regard genetic engineer- 
ing as an unwarranted human 
intrusion into God’s realm. 


However if we strip away the 
prince’s invocation of higher 
powers - and ignore his simplis- 
tic and self-interested plug for 
organic farming - there is a valid 
argument It deserves a serious 
response from the industry and 
especially from Monsanto, whose 
advertisements call for an open 
debate on food biotechnology. 

Hie real argument against crop 
engineering is almost entirely an 
environmental one. Do not be 
misled by opponents who try to 
stir up consumer concerns about 
the impact of genetically modi- 
fied foods on hpflith ; the immedi- 
ate danger to humans of gating 
GM plants is negligible. 

However, the risk that wide- 
spread use of genetically engi- 
neered crops could have a disas- 
trous effect on wild plants and 
animals, seriously upsetting the 
ecological balance between spe- 
cies, is genuine. Most speculation 
has focused on the harm that 
insect-killing genes might do to 
beneficial insects and the threat 
that herbicide-resistant genes 
might give rise to super-weeds. 

But there may be worse disas- 
ters that no one has yet thought 
of. Although the risk is not great 
enough for us to give up the ben- 
efits of genetic engineering, it is 
sufficiently serious to justify 
more intensive monitoring of the 
crops. To supplement today's 
fragmented regulatory bodies, 
the world needs an international 
body with powerful scientific 
resources to assess gsie technol- 
ogy’s environmental impact 


Helping Russia 


President Boris Yeltsin's meeting 
with Helmut Kohl, the German 
chancellor, yesterday had the 
appearance of a first step towards 
a stabilisation package to support 
the battered rooble. The Group of 
Seven deputy finance ministers' 
meeting this weds may he the 
next But it Is unclear whether 
Russia needs - or deserves - the 
west's support 

The stability of the rouble has 
been the big success stray of Rus- 
sia's economic management. A 
collapse could be disastrous. And 
it would also be unnecessary. 
The rouble, unlike the Asian cur- 
rencies, is probably not overval- 
ued. thanks to a realistic 
exchange rate policy whereby it 
has been allowed to depreciate 
gradually against the dollar. 

But does this mean that the 
west - or the IMF - should step 
in with more aid? The arguments 
are finely halanrwf. One thing is 
certain: this must not look like a 
bailout Russian fiscal reform has 
been crawling along at a snail's 
pace for too long, with serious 
action only taking place this year 
as market pressure buQt up. A 
stab ilisa tion fund could take that 
pressure off again. 

The argument for a support 
fund is, of course, that it would 
bolster Russia's $I4bn of reserves 
and underpin the exchange rate, 
at a time when foreign investors 
are extremely sensitive to any 
problems the country may 
encounter. The money could also 


help to push reform along, if it is 
imposed under strict conditions. 
R has to be said, though, that 
conditionality undear the IMF pro- 
gramme already in place has not 
prompted the Russians to deliver 
much on the fiscal side. 

The key to avoiding a crisis 
rests with the Russian authori- 
ties themselves- The markets will 
only stabilise if investors believe 
that they are. finally, serious 
about reforming the public 
finances. If reforms stall, then 
the rouble will be under serious 
threat, whether the west lends 
money cur not 

The response to this latest cri- 
sis has, so Ear, been reassuring. 
The government has pledged to 
cut its spending by 15 per cent 
and improve tax collection 
through measures such as better 
monitoring and accelerated pri- 
vatisations. In the past many 
such promises have been broken. 
But the difference this tune Is 
that Boris Fyodorov, a key figure 
in Russia’s economic refrains of 
the mid-1990s, has been brought 
tack into the government to lead 
the tax collection drive. His pres- 
ence adds serious credibility to 
the latest plans. 

It has taken a crisis of near- 
disastrous proportions to push 
Russia Into taking decisive action 
on the fiscal front Both investors 
and the Russian authorities must 
know that the penalty for back- 
tracking is heavy. Any western 
help must not be given easily. 


For the BIS 


International financial 
institutions have a remarkable 
capacity for finding new roles 
when their original razson d'etre 
has evaporated. The Bank for 
International Settlements Is a 
conspicuous case in point. 

Established in 1930 under the 
Hague Agreements, it was expec- 
ted to help manage German repa- 
ration payments for the next 59 
years. Instead it ended up as a 
banker to other central banks. 
More importantly, it now plays 
host to the Basle committee on 
hanTHwg supervision which pre- 
sides over a capital adequacy 
regime for international banks. 

It is easy to pick holes in the 
BIS's record. Yet recent criticism 
over its modest role in the Asian 
rescue operations is miscon- 
ceived- For a start, it gave a dear 
warning in its annual report in 
mld-1997 about the rapid build-up 
of short-term currency debt in 
those . countries that subse- 
quently asked the International 
Monetary Fund for help. Its mis- 
take was not to have shouted ear- 
lier and louder around the 
world. 

Nor can it be expected to play a 
significant role In crisis manage- 
ment alongside the IMF since its 
resources! both in terms of 
nu a nce and people, are thin. The 
BIS's role to- financial regulation 
in the developed world is essen- 
tially complementary to that erf 
the IMF among developing coun- 
tries. And since the IMF has 





recently had more rapid access to 
funds in a crisis, bridging fiiwnw 
is not always needed from the 
central bankers' bank 

As the BIS admits in Its latest 
annual report, the mere fact that 
crises continue is an indication 
that preventive measures have 
been inadequate. That is an 
implicit criticism of the Basle 
capital regime, among other 
thing s, in the Asian context the 
weights attached by Basle to 
lending via the interbank market 
are in a p p ropriate. And the core 
principles of banking supervision 
presented to the IMF/World Bank 
meetings in Hong Kong would 
not have prevented the currency 
mismatching that afflicted sev- 
eral of the Asian borrowers. 

For all that the BIS capital 
regime is a remarkable achieve- 
ment - an international accord 
devoid of treaty sanctions which 
commands widespread assent in 
the interests of financial stability 
and competitive equality. It 
needs further updating and 
improving. But the BIS’s chief 
nlBfrn to exist in perpetuity argu- 
ably lies as much In providing a 
talk shop for the central bankers 
who manage finandal crises as in 
its pr e v e n t i ve role. 

Such crises have become mare 
frequent »nd more international 
in the present decade. Far better 
that those who manage the fall- 
out should be on familiar terms. 
Talk shops may not be fashion- 
able, But they have their uses. 
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COMMENT & ANALYSIS 


Greenspan’s waiting game 


H as Alan Greenspan 
gone soft? 

Even to pose the 
question seems crazy, 
and not a little insolent. For II 
years as rfian-man of the US Fed- 
eral Reserve, Mr Greenspan has 
established a reputation as one of 
the world’s great central bankers. 

Perhaps more than anyone, he 
has been responsible - through 
some tough monetary policy deci- 
sions when others might have 
flinched - for having conquered 
inflation. That has paved the way 
for the remarkably impressive 
per formance of the US economy 
in the late 1990s. 

But a growing number of econ- 
omists, WnaTiHai market analysts 
and even policymakers are begin- 
ning to wander whether the Fed 

chairman may now be throw i ng 
those achievements away. How 
can it be, they argue, that Mr 
Greenspan has stood by for mare 
than a year, all owing the econ- 
omy to break all the rules of 
sound monetary policy? 

Signs of overheating include 
growth at almost twice what 
most economists regard as sus- 
tainable without provoking infla- 
tion: unemployment at its lowest 
level in 28 years; and a stock 
market that long ago parted com- 
pany with rational processes of 
investment d ft dsio^ -maTrrnp ’ And 
yet, except for a token upward 
tweak of interest rates more than 
a year ago, the Fed has let the 
party roll on, fiddling as the 
flames of an inflationary fire 
flicker hi ghw and higher. 

“The Fed knows that the US 
economy is running dangerously 
hot and fears, with reason, that 
the longer it waits to cool it the 
greater the damage." wrote Paul 
Kmg man, an economist at the 


The US Federal Reserve chairman is no New Age economist. But he has 
been right to leave interest rates unchanged, argues Gerard Baker 


US economy: uncharted territory 
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US unemployment rate 


Massachusetts Institute of Tech- 
nology. in the FT last week. But, 
be added, fra- political reasons the 
Fed will not act "until tt is too 
late”. 

Tomorrow, Mr Greenspan will 
give his most important speech 
in months. In testimony to the 
Joint Economic Committee of the 
US Congress, he will spell out 
how he sees US prospers. For 
the past few years, it has been 
the Fed’s practice to signal fairly 
clearly changes in monetary pol- 
icy in advance. Economists are 
waiting anxiously for a sign that 
Mr Greenspan may at last pub- 
licly agree with those who say 
monetary ti ghtening is now vital 

That may not happen. Mr 
Greenspan may not yet be ready 
to signal a change of tack. The 
Fed’s reluctance to raise rates is 
rooted in a combination of 
domestic and international fac- 
tors that have not yet played out 
Mr Greenspan has not gone soft 
He is playing a longer game. 

Yet there is little question that 
pressure for a rate increase has 
grown inside the central bank, as 
well as outside it At the last but 
one meeting of the Fed’s poKcy- 
making open market committee, 
one member, Jerry Jordan, actu- 
ally voted for a rate increase. But 
several other members of the 19- 
strong committee (only 12 of 
them with a vote) expressed con- 
cern about the continuing 
strength of the US economy and 
indicated they would be content 
to see interest rates rise soon. 

As a result, the Fed shifted tts 
stance from neutral towards a 
“tightening bias” - indicating the 
next move in rates was more 
likely to be up than down. 

The case for a rate increase has 
certainly become persuasive in 
recent months. Most important, 
the central bank’s confident 
expectations that the Asian eco- 
nomic crisis would be enough to 
cool last year's red-hot pace of 
growth have proved wrong. In 
the first three months of 1998, the 
speed of growth in gross domes- 


tic product quickened - up at an 
annual rate of 48 per cent 

This strong domestic-demand- 
led growth has had a spectacular 
effect on unemployment In April 
and May, the jobless rate was 
just 43 per cent, its lowest level 
since Richard Nixon was in the 
White House. That has produced 
the first ominous signs of acceler- 
ating infla tion in wages and sala- 
ries. In April, average hourly 
earnings rose by 4.4 per cent 
from a year earlier, the fastest 
rate of increase this decade. 

Furthermore, consumer spend- 
ing is rampant, much of it sup- 
ported by some reckless borrow- 
ing and a lot of stock market 
euphoria. A recent study showed 
the five fastest-growing catego- 
ries of consumer spending in the 
last year and a half included 
some eye-catching items: stock- 
broking and investment advice, 
expensive personal computers, 
and private aircraft and boats - 
the sort of spending often associ- 
ated with the late stages of a 
business-cycle m pumrinn. 

Yet, in spite of this mountain 
of evidence, Mr Greenspan and 
his colleagues have chosen at 
three FOMC meetings this year 
not to raise interest rates. Why? 

Two explanations are popular 
among Fed watchers. The first 
argues that Mr Gfreenspan. who 
dearly carries the authority to 
sway the meetings, has joined 
the ranks of the New Agers. 
These are the economists and 
market pundits who believe the 
US has. In the dosing stages of 
the century, entered a new era of 
faster sustainable economic 
growth. 

Driven by big investments in 
information technology, globali- 
sation, more efficient capital mar- 
kets and leaner companies, the 
US no longer needs to be 
restrained as soon as growth 
moves above 2J per cent (the 
trend rate for 30 years or more). 
It can now reach 3 per cent, or 
even higher. 


Citing Mr Greenspan's own 
words in testimony before Con- 
gress last year - when he spoke 
of the possibility that the US was 
experiencing a “a once- or twice- 
m-a-century phenomenon of tech- 
nological change” - the New 
Agers say the Fed is letting the 
economy explore new limits of 
growth. 

From the other side of the eco- 
nomic debate are those who say 
Mr Greenspan believes no such 
thing. Instead, they say, the Fed 
has been cowed into not raising 
interest rates because of fears of 
a combination of a stock market 
collapse and a political backlash. 

Mr Greenspan is certainly a 
keen political animal, and he has 
repeatedly refused to rule out the 
possibility of a profound change 
in economic conditions. But nei- 
ther theory gives the full, and 
somewhat more^prosaic, explana- 
-ficin for tf5TFCtf!s inaction ihfhe* 
past few months. . 

That caution rests on three per- 
ceptions. 

Mr Greenspan is a 
political animal, and 
he has refused to 
rule out a change in 
economic conditions 


First, though they have been 
wrong over the past year, Fed 
officials may now be right in 
sticking to their view that the 
economy will slow over the next 
six months. It is clear that the 
Asian effect is biting harder into 
US growth - deterioration in the 
trade account took 12 percentage 
points off GDP growth in the first 
quarter - and that may well get 
larger amid renewed signs of eco- 
nomic collapse in many parts of 
the Pacific Rim. 

Furthermore, output should 


also be slower in the next few 
months because of a rapid 
build-up in inventory. That usu- 
ally signals a period of destock- 
ing ahead, which should moder- 
ate output growth - probably 
easing some of the recent labour- 
market tightness. 

Second, even if growth were 
not to slow by all that much, the 
risks for the Fed of raising rates 
are very high given the interna- 
tional economic backdrop. In 
determining the next move for 
monetary policy, the Fed must 
take into account the impact a 
tightening would have on jittery 
world financial markets. 

It could, for example, produce a 
sharp appreciation of the dollar 
against the yen and other Asian 
currencies, further weakening 
Japanese financial conditions 
and raising the foreign debt bur- 
den_ of south-east, Asian, econq-^ 
mlesTlf migfiC of cdtarse. also 
precipitate a US stock market 
correction, with potentially dev- 
astating consequences for world 
equity markets. 

It may seem undesirable to 
subordinate the possible needs of 
the domestic economy to the 
interests of global stability. But 
at the moment the two are 
tightly intertwined. 

Third, and by far the most 
important, for all the concern 

about the re-emergence of infla- 
tion in the US economy, the sim- 
ple fact is that, so far, it has 
steadfastly refused to rear its 
head. In the year to April, con- 
sumer prices crept up by a little 
over 1.5 per cent, according to 
official statistics, which almost 
certainly overstate the true rate 
of inflation. Wholesale prices 
have actually been felling for the 
last year and a half. As the econ- 
omy's rate of growth has acceler- 
ated in the past two years, these 
measures of inflation have not 
merely held steady, they have 
been declining. 

These figures matter for the 
central bank, not simply because 


they demonstrate no obvious sign 
of inflationary’ pressure, but also 
because of what they tell econo- 
mists about what has happened 
to the US economy in the past 
few years. For much of this 
period, while wages have been 
rising and prices have been 
steady, profit growth has been 
accelerating. That strongly sug- 
gests something has happened to 
reduce the real cost of labour to 
US companies. Sure enough, unit 
labour costs in manufacturing - 
which measure the labour cost to 
a company of each unit of output 
- have actually been falling by 
more than 1 per cent a year for 
the past two years. 

Theory would suggest this is 
the result of strong increases in 
productivity. That is indeed what 
has happened. Workers' output 
per hour in manufacturing (ser- 
_ .vires are more difficult to. mea- 
’ s oreTrcse^y more t han 43 per 
cent in 1996 and 1997. more than 
double the' rate of the previous 
few years. 

This late' in a business cycle, 
such productivity gains are 
unusual. There are signs from 
this year's first-quarter figures 
that those gains may be dissipat- 
ing. The extremely tight labour 
market, pulling in less productive 
workers at higher and higher 
wages, may mean the gains will 
come to a stop. 

It is too soon to say for certain. 
The point is that you dp not have 
to he a believer in the New Era to 
acknowledge that, for the time 
being at least, inflation Is virtu- 
ally non-existent in the US. Nei- 
ther do yon have to believe that 
the improvements in productiv- 
ity. which have been responsible 
for much of that benign state of 
affairs, will last forever. 

Until there is clear evidence 
that these conditions have funda- 
mentally changed, Mr Greenspan 
may remain understandably 
reluctant to bring down the cur- 
tain on the US's best economic 
performance in three decades. 


Ripe for 
the picking 

While Norwest boss Dick 
Kovacevteh Isn't exactly a 
household name. Ns hard-driving 
qualities and sheer energy are no 
secret fai US banking circles. But 
the man who’ll be running the 
combined Wefls Fargo-Noxwest 
after yesterday's mega-merger 
claims to have learned his most 
important lessons not on the 
banking business - nor even in the 

MBA classroom - but at the 

grocery store. 

Growing up in Enumclaw, 
outside Seattle, young Kovacswch 
earned a few extra cents looking 
after the fresh produce counter at 
his local store. “You team a lot 
about pricing and inventory by 
being In charge of a commodity 
that smells when it’s not seflirtg," 
he has told colleagues. “When 1 
ended up long on strawberries on 
a Saturday in summer, I knew I'd 
done something wrong." 

Wefis Fargo boss Pail Hazen 
knows just how fast sweetness can 
turn sour. Two years ago the quiet 
man of Gafifamian financial 

services was voted America's 
“Banker of the Year. Now, 
although he*fl chair the new 
banking behemoth, its no secret 

that the Norwest team wili be 
caffing the shots. 

in Hazen’s case It was the 
disastrous merger with rival First 
Interstate that (aft him knee-deep 
In soggy strawberries. It’ll be 
Interesting to see If Kovacevich, a 


former Cttlbanker who until now 
has steered dear of big deads, can 
stop the rot. 

Six pack 

One question left hanging by last 
weekend's e xtra o rdinary 
denouement to the battle for 
control of GSrtSrsde de Banque is 
the future of the bank's six-man 
management committee - 
particularly chief executive 
Ferdinand “Fred" Chaffart 

Chaffart dutifully took the stage 
with Fortls chairman Maurice 
Upper® on the day Fortls officially 
unveiled its $11.1 bn bid. But once 
ABN Amro’s counter-offer surfaced 
ft was dear which option Chaffart 
and his colleagues preferred. 

In some ways it’s surprising to 
find Chaffart of eU people siding 
with ABN. The white-haired 
62-year-old has been a 
loyal servant of SocJetS 

G6n6raie de Belgique, 
which controls both the 
bank and Fortls; but now 
he is cast as the defender of the 
bank's Interests against SGB’s 
master ptei to many off two of Kb 
subsidiaries. If he stays, working 
with FortiS wffl require a classic 
compromts d to Beige. 

New leaf 

So Otto Hauser Bvas to fight 
another day. The dapper Christian 
Democrat MP, whose career as 
government spokesman looked 
fikefy to end faster than a Faroe 
Islands’ World Cup campaign, has 


been rescued by Chancellor 
Helmut Kohl. Hauser's crass 
comments last week about western 
Germans' {yowtng Impatience with 
their eastern compatriots didn’t 
please his boss; but losing Hauser 
so dose to the September 27 
general election would have been 
embarrassing. 

For his part, the combative 
Hauser has vowed to concentrate 
on speaking on behalf of the 
government and keep his own 
CDU views in the background. So 
did ha have anything to say 

yesterday about statements by 

Guido Westerwefle, general 
secretary of the Free Demo cr atic 
Party, junior members of the Bonn 
coalition, that Kohl should stand 
down soon after the election and 
that “the post Kohl-era" has 
already begun? 

No such luck. Such party 
poRtical questions should be 
addressed to CDU headquarters, 
says Hauser. “I speak on behalf of 
the government" How long can he 
keep It up? 

Kuala bare 

In recent months Malaysian 
parliamentary opposition leader 
Urn Kit Sang has been quick to 
accuse prime minister Mahathir 
Mohamad of stifling free speech. 

But now he stands accused 
himself. The leader of the 
Democratic Action Party has 
suspended three of his comrades 
after they accused him of 
promoting the pofiticel ambitions of 
hb son. 


party machine, faces jail after 
being convicted of sedition and 
maliciously publishing false news. 
But the roadshow organised by 
Um senior to support Ihe apple of 
his eye has raised heckles within 
the DAP; some feel he’s using the 
whole affair to raise the profile of 
the ambitious young 
whlppersnapper. 

Urn senior, meanwhile, says that 
he doesn’t rrtnd criticism. The 
three DAP members were 
suspended for making statements 
that were not only uncalled for, but 
which had undermined morale, and 
caused disunity among members. 
Sounds like something Mahathir 
might say. 

Own goal 

The latest edition of “Adroports", a 
glossy .periodical edited by French 
airports operator Adro ports de 
Paris, should mete fascinating 
reading for strike-bound visitors to 
thecapftai. 

The magazine's World Cup 
spedal tells how as early as 1993 
companies including United 
Airlines, Japan Akflnes aid British 
Airways, presented the organising 
committee with offers to become 
the tournament's official .airline. - 
“However,” explains Michel Platini, 
the farmer French star turned 
committee co-president “we . _ 
preferred to watt for Air France to' 
come forward and w© finally 
signed with them In September 
1 997." Smart move, Michel 



100 years ago 


Despair In Manila 
Madrid, 8th June. An official 
dispatch from the 
Captain-General of the 
Philippines has been published 
here:- The situation is very 
serious. Aguinaldo has 
succeeded in raising the 
country. At the same time the 
telegraph and railway Ones are 
being cut, and I am without 
communication with the 
provinces. The province of 
Cavite has risen en masse. 

Town and vBfages have afike 
revolted and are occupied by 
numerous armed bands. I am 
trying to keep up the courage of 
the inhabitants of the province 
of Manila, but numbers of 
desertions have already taken 
place.” 

50 years ago 

Vtotence In Malaya 
Singapore, June 8th. For the 
third time within a week an 

employers' association 
representing planting interests 
has warned the Government and 
asked for . the strongest possible 
action to suppress gangsterism, 
murder, intimidation and rubber 
stealing, which, they say, 
ihreatentbe entire planting 
Industry. The first planters' 
.association to send a warning to 
the Government was JOhora. 
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THE LEX COLUMN 


What’s in a name? 


Wells F'argo is one of the grand old names 
of US banking. But, following the botched 
takeover of First Interstate in 1996. that 
name was probably the best thing it bad 
left. Its return on equity last year was a 
disappointing 9 per cent. Fittingly. Wells 
is now being taken over for $31 ba by 
Norwesi. a bank with a “terrible" name 
according to Dick Kovacevich. its chief 
executive, but a performance that is any- 
thing but. Norwesfs 1997 return on equity 
was 22 per cent. In that light. Wells’ 
shareholders, including Warren Buffett, 
have not done badly. They are getting a 9 
per cent premium on a bid-inflated share 
price and will end up with SZ'/i per cent of 
the enlarged group. 

The deal makes sense for Norwest too. 
Along with the brand and a promising 
internet banking business, it will get its 
hands on Wells’ 10m customers. As one of 
the few US banks with a proven ability to 
cross-market, it shoutd be able to sell 
them high-margln products like mort- 
gages. where It is the country's leading 
originator. For a welcome change, how- 
ever. the management is not relying on 
such revenue enhancements to hit its 
targets. And the projected cost savings of 
$650m after tax look deliberately conser- 
vative. 

Judging by the lacklustre share price 
reaction yesterday, investors might have 
preferred more hype & la Citigroup. By 
contrast, this deal seems to have more 
substance than most 
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Roche 


than some of its peers'. Its new drugs are 
supposed to address this. Rigorous cost- 
cutting would also help, but the group Is 
fuzzy about its targets - as it still is about 
its profits breakdown. 

Roche has so far eschewed a role in 
drugs industry consolidation and instead 
plunged deeper into diagnostics. Pharma- 
ceutical targets remain so expensive that 
even Roche cannot do a big deal without 
Issuing shares and diluting family control 
of voting rights. 

Long term, its faith in the synergies 
between diagnostics and therapy may 
well pay oil But the drugs pipeline needs 
to pay off much sooner. Until it delivers 
better news. Roche stands little chance of 
retrieving its lost premium. 


Last year was supposed to be Roche's 
transition year. It made a $l(E2bn acquisi- 
tion. using up its famous cash hoard; fell 
into the red after substantial charges; and 
rejuvenated its board. Such radical action 
ought to have stemmed the shares' 30 per 
cent underperformance of the world drugs 
sector since 1995. But Roche has failed to 
dispel the doubts that afflict iL Yester- 
day's withdrawal of Posicor. on top of the 
delay in obesity drug Xenical. makes the 
conversion rate from pipeline to market 
look suspect. This raises questions about 
whether it is getting value for money 
from its heavy research and development 
spending. 

Such setbacks reinforce the belief that 
Roche’s fragmented, hospital-oriented 
drugs portfolio is Inherently lower margin 


Asian currencies 


The tumble in the yen - which yester- 
day hit YMO against the dollar - is an ill 
wind that blows little good for its Asian 
neighbours. And not simply for the Inter- 
national Monetary Fund Three - Thai- 
land, South Korea and Indonesia. The 
Taiwan and Australian dollars both hit 
their lowest level In over 10 years and 
other currencies have also been on the 
slide. 

Partly, of course, this reflects the grim 
state of their domestic economies - wit- 
ness the grisly string of first-quarter gross 
domestic product figures recently 
released. But the malaise in the regional 
locomotive has clearly not helped, with 
the fall in the yen a particular problem. 
All the Asian economies are large export- 
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Europe today 

North-west Europe will be unsettled 
as systems move in tram the 
Allantic. Northern France and I he 
Low Countries win have light rain, 
but it will brighten from the west. 
Scandinavia will be wet m ttw north 
and south, but areas bordering the 
Bailie will be fine. Eastern Europe 
win be warm with sunshine, but the 
Balkans wfll have thundery rain. 
There is a chance of showers over 
the Pyrenees Parts ot Italy may 
have thunderstorms in the 
afternoon, but most at the 
Mediterranean will be hot and 
sunny. 

Five-day forecast 

Thundery showers wifi move across 
western Europe, reaching northern 
Spain, southern France, the Alps 
and Germany by tomorrow. The 
showers will move Into eastern 
Europe and the centra] 
Mediterranean on Thursday as high 
pressure expands Into western 
Europe by the end of the week. 
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Monsanto rebuffs Prince 





Charles on genetic crops 


ere, and countries such as Korea and 
Taiwan are especially heavy competitors 
of Japan In third markets. With domestic 
demand shrivelled, exports are critical to 
recovery, so there Is every incentive not 
to let Japan steal a march with a competi- 
tive devaluation. 

Most currencies have fallen so far that 
there is little independent reason to fall 
further. Their direction will be set by the 
yen. which is headed lower. A change of 
trend will require fresh government initia- 
tives, and some good economic news - 
neither is imminent One consolation is 
that further losses should be fairly muted. 
Panic buying of dollars is largely over, , 
and the volley of sovereign downgrades i 
has taken place. Who knows? Early signs 
of foreign direct investment may even 
lend support. ' 


By Clive Cooksoo in Lamk» 
and Mdd Tail in Chicago 


UK property 

When things start to look too good for 
property companies, alarm bells ring with 
investors. Six months ago, the top compa- 
nies were all trading at chunky premia to 
net asset values of 30 per cent or more. A 
string of respectable corporate results 
later, such as British Land's yesterday, 
and the sector has underperformed the 
market by 11 per cent 

This may seem an overraaction. After 
all. portfolio capital values and rents are 
still growing strongly. Just as important, 
the growth rates look sustainable for the 
□ext year or so. And, as yet, there is scant 
evidence of property companies over- 
developing. After all, nobody wants a re- 
run of the early 1990s collapse. 

Actually, the recent underperformance 
corrects an overly bullish outlook, leaving 
the sector stm at a slight premium to net 
asset values. Furthermore, a downturn in 
the economy will eventually spell slower 
rental growth. 

London office rentals may indeed grow 
by nearly 10 per cent this year, reflecting 
a certain amount of catch-up. But this is 
unlikely to be shared by offices and retail 
spaces in secondary locations. Having 
said that, property share prices are, to a 
certain extent, cushioned by the bond 
market With net yields r unning at nearly 
7 per cent the gap with gilt yields is 
starting to looking unusually wide. This 
should protect against another bout of 
underp erform ance. 


Monsanto of the US. the leader In 
developing genetically engineered 
crops, yesterday rapped the Prince of 
Wales on the knuckles for calling for 
a halt to the rapid spread of such 
crops. 

“While Prince ffrarips Is an intelli- 
gent man and perfectly capable of 
deciding whether he wants to eat 
these foods... this should be the 
province of regulatory agencies, “ the 
company said. 

Prince Charles said In a newspa- 
per article that genetically manipu- 
lated crops threatened environmen- 
tal disaster by upsetting the balance 
between plant and animal species. 

The prince's intervention, in an 
article for the Daily Telegraph, 
appeared just after Monsanto 
launched a $L6m European advertis- 
ing campaign to put the .case for 
food biotechnology to consumers. It 
also coincided with the decisive 
rejection by Swiss voters in a refer- 
endum on Sunday of a proposal to 
han plant and animal genetic engi- 
neering. 

The article received a warm wel- 


come from UK consumer and envi- 
ronmental groups. Norman Baker, 
the liberal Democrats' environment 
spokesman, called for a five-year 
moratorium on the commercial 
planting of genetically modified 

crops “so that more research can be 
done". He said the genetic revolution 
in food and farming “is being driven 
by the Interests of a small number of 
multinational companies". 

But the European Association for 
Bio- Indus tries, EuropaBio. forecast 
that the Swiss referendum would 
influence public opinion on the issue 
throughout Europe. 

Doris Ponzoni. EuropaBio's regula- 
tory affairs manager, said: “This fol- 
lows last month's vote by the Euro- 
pean Parliament [in favour of 
biotechnology patents] and it shows 
that when people are informed about 
biotechnology they are not against 
iL" 

The area planted with genetically 
engineered crops increased almost 
fivefold from 2JJm hectares in 1996 to 
an estimated 19-Bm hectares (31.5m 
acres') last year, according to the 
Tnt prnnttnpa l Service for the Acqui- 
sition of Agri-biotech Applications. 
The mam crops involved are soya 


beans, maize, tobacco and oilseed 
rape Most are in the US though 
there are also significant plantings 
in China, Argentina. Canada. Aus- 
tralia and Mexico. 

Dr Ponzoni sees a weakening in 
the political opposition that has pre- 
vented European farmers joining in 
the worldwide movement toward 
genetically engineered crops. And 
she does not expect Prince Charles's 
contribution to make much differ- 
ence: "Outside the UK. it has less 
importance," she said. 

In the US, both Monsanto and the 
agricultural industry's International 
Food Information Council said they 
believed European hostility to genet- 
ically modified crops was partly col- 
oured by the recent experience with 
BSE or '‘mad cow disease". 

David Schmidt, the council’s 
vice-president for rood safety, also 
saw European resistance to geneti- 
cally modified crops as resulting 
from the history and structure of the 
region's fanning industry. “There 
seems to be almost a religion 
attached to [food and food produc- 
tion J," he commented. 
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Kosovo crisis prompts EU ban 
on new investments in Serbia 
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By Uoad Barber in Luxembourg 
and Guy DJnmore to Pristina 


The European Union last night 
banned new investments in Serbia 
and called for an acceleration of 
plans for Nato-led military action to 
prevent more fighting in the Serbian 
province of Kosovo. 

The han is largely symbolic since 
European investment in economi- 
cally devastated Serbia is minimal, 
apart from a $ibn Italian-Greek 
stake in the partly privatised state 
telephone company. 

As the ban was announced. Ser- 
bian security forces trying to cut 
rebel ethnic Albanian supply lines 
were reported to have shelled sev- 
eral villages in Kosovo, close to the 
bonier with Albania. 

According to the ethnic Albanian 
Democratic League of Kosovo, which 
favours independence for the prov- 
ince, helicopter gunships took part 
in the offensive just west of the town 
of Ujakovica- It said ethnic Albanian 


forces had put up stiff resistance. 

The official Yugoslav news 
agency, Tanjug, accused EU coun- 
tries of swallowing “transparent 
stories about alleged ethnic cleans- 
ing in Kosovo” and said the ElTs 
anti-Serbian measures were “solely 
politically motivated’'. 

The EU exempted Montenegro. 
Serbia’s fellow republic in Yugo-’ 
slavia, from its investment ban. This 
reflected a desire to reward Monte- 
negro’s leaders for their resistance 
to the Serb nationalist policies of 
Slobodan Milosevic, the Yugoslav 
president 

Robin Cook, UK foreign secretary, 
said time was r unning out for Mr 
Milosevic, who ordered the 
crackdown against the Kosovar 
Albanians. 

“He should back off, and he should 
back off now. This is his last warn- 
ing," Mr Cook said, after chairing a 
meeting of EU foreign ministers in 
Luxembourg. He said he was confi- 
dent Nato military planning would 


be wrapped up well before the end of 
the month. 

The EU had delayed the invest- 
ment ban at the request of the US, 
which had sought to launch peace 
talks aimed at restoring autonomy 
to Kosovo's ethnic Albanian major- 
ity. The EU has already ordered an 
arms embargo, visa ban and a freez- 
ing of assets in a fruitless bid to 
pressure Mr Milosevic to end the 
repression. 

The Luxembourg declaration 
marks the first step, ahead of this 
week's high-level meetings between 
the US. Russia and the major Euro- 
pean powers, to contain the Kosovo 
crisis and the stream of refugees into 
Albania. 

The Dutch and Germans, wary of 
repeating the failure to prevent ris- 
ing violence and ethnic cleansing 
during the 1991-95 wars In former 
Yugoslavia, pressed for an early UN 
Security Council resolution allowing 
military action against Serbian 
forces. 
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GAN buyer shortlist announced 

Swiss Life and Groupama, the France-based 
mutual Insurer, are the remaining candidates to 
buy GAN, the troubled French state-owned Insur- 
ance group which is being privatised. Bids from 
AIG of the US and the Eureka consortium of the 
Netherlands woe rejected. Page 20 

% Dollar buoys Dax to record 

“ The stronger dollar kept Frankfurt afloat although 
trade remained thin, with much of the day's activ- 
ity said to be technical dealings. The Xetra Dax 
index extended Its record run, finishing electronic 
trade 62.30 or 1.1 higher at 5,787.05. Page 40 

China opens door to Avon Products 

Avon Products, the US direct marketing company, 
says Ft has won approval to resume business in 
China following a recent ban by Beijing on aH 
direct-selling operations. Page 18 

Mexico full of promise for JP Morgan 

Nobody loves you when 
you're down and out. Or 
almost nobody, as 
Mexico discovered in 
1994 when H went from 
being the darling of 
emerging markets to a 
pariah. A J.P. Morgan 
team, Inducting Eduardo 
Cepeda (left), was 
appointed to give finan- 
cial advice to the gov- 
ernment Helping Mexico 
when Investors ware cutting their losses entafled 
risks. But today Latin America promises rich pick- 
ings for J.P. Morgan. Page 18 

Investors reduce exposure in India 

In little over a month, Indian shares have lost 
about a fifth of their value, sliding on falling expec- 
tations, crashing on nuclear teste, sanctions and a 
protectionist budget. Foreign Investors are reduc- 
ing exposure. India looks like "another Asian prob- 
lem market", said an Investment banker. Page 40 

Rio Tinto to raise production in US 

Rio Tinto, the world's biggest mining group, Is to 
add more than 40 per cent to its coal production 
in the US In a further shake-up of the country's 
coal industry. This is as a result of the decision by 
Kerr-McGee, the seventh largest US coal pro- 
ducer, to quit the sector. Page 30 

: Pests devastate Indian cotton crop 

Pesticides are failing to contain the spread of cat- 
% erpi liars which are devastating India’s cotton, crop. 

" The last cotton harvest in India was poor, with a 
drop in the national yield from 16.8m bales of Hnt 
m 1996-97 to 14.2m bales. Page 30 

; Battle for control of Nemte-Lambda 

Rlkihiro Madarame, the president and founder of j 
Nemlc-Lambda, fe fighting Siebe of the UK for 
control of his company. In microcosm, the battle 
for Nemte-Lambda is a battle for the soul of 
Japan's Industry - between western capitalism 
and traditional management techniques. Page 23 


Norwest takes over Wells Fargo 


By John Authors ta New York 


Wells Fargo, the San 
Francisco-based commercial 
bank, is to be bought by Nor- 
west of Minneapolis In a stock 
swap worth about fSlbn. 

The deal ends Wells Fargo’s 
fight to stay Independent after 
its troubled acquisition of First 
Interstate two years ago. It cre- 
ates a bank with assets of 
more than Sl90bn, with retail 
branches in 21 states from Cal- 
ifornia to the mid-west 
It continues the trend set by 
such mergers this year as Citi- 
corp with Travelers Group and 
NationsBank with BankAmer- 
ica to build large retail finan- 
cial services companies built 
around selling a range of prod- 
ucts. Market reaction was ini- 

Merrill 
sets new 
fee low 
in Brazil 
sell-off 

By Edward Luce 

Merrill Lynch, the US 
investment bank, has set a 
new low for fees in the interna- 
tional equity market with its 
mandate to lead manag e the 
$6bn privatisation of a Brazil- 
ian company. 

The offering, which will 
result In the sale of the Brazil- 
ian government's remaining 31 
per cent stake in Petrobrfis. 
the national oil company, 
entails fees of just 45 basis 
paints, or 0.45 per cent of the 
total size of the transaction. 

This is less than half the the 
previous lowest fee level set by 
Credit Suisse First Boston on 
the sale of an earlier tranche 
of Petrobrfis last year. CSFB 
took fees of only 115 basis 
points an the deal. 

"We are down to levels 
where it is hard to see invest- 
ment banks making any 
money on these deals," said an 
equity official at a leading US 
Investment bank. "Just three 
or four years ago fee levels 
were running at about four or 
five hundred basis points for 
Latin American deals." 

The compression of under- 
writing fees on emerging mar- 
ket lead mandates has been 
relentless in the last two 
years. This is in spite of the 
fact that fee levels have 
remained relatively stable for 
equity offerings in Europe and 
other developed markets. Fees 
of below two per cent are rare 
In any market. Fees of below 
one per cent are unprece- 
dented. 

The low fees have been 
caused by a combination of 
fierce competition between 
banks for what are seen as 
future lucrative, high volume 
markets and tough cost con- 
trol by governments. 

Bankers yesterday expressed 
surprise that Merrill Lynch 
had made such a bid. One said: 

"I can understand a second- 
tier bank which was desperate 
for the business bidding this 
low but Merrill Lynch is one of 
the top three in the world. It 
doesn't need to do this." 

Officials say that the fees on 
the Merrill Lynch mandate 
would set a new benchmark 
for future privatisation deals 
In Latin America and other 
emerging markets.- Brazil, 
alone, is expected to generate 
as much as $&0bn in privatisa- 
tion business over the next few : 
years. “Merrill has not won ; 
any of the big privatisation i 
mandates in Brazil recently so ' 
it was getting desperate for the 
business," said another ‘ 
hanker. 

Winning the $6bn mandate, i 
which win generate fees of just 
under $28m for tbe Merrill 1 
Lynch-led consortium , will 1 
boost Merrill Lynch’s position . 
In the league tables which i 
rank investment banks by the 1 
volume of deals they have 
underwritten. Whining a high i 
slot in the league table is an ■ 
effective way for banks to per- ] 
made governments to appoint 1 
them as lead managers on I 
future deals. ] 

Merrill Lynch could also : 
benefit by structuring the deal 1 
to ensure it retains as big a ' 
slice of the fees as possible. Its e 
profit margin for lead manag- 
ing the Petrobrfis offering will 1 
depend on the size of the bank- i 
tug syndicate, which typically 1 
includes between 15 and 20 1 
banks. The fees are then dis- i 
tributed among the syndicate i 
members. J 

* 
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£~ $31 bn stock swap ends troubled bank’s independence 


tlally negative. 

Nor west's share price 
dropped more than 6 per cent 
yesterday morning, falling $2& 
to $37Vt, mainly because share- 
holders were surprised that 
the bank had opted to make a 
big deal Wells Fargo was up 
$i» to $3S5&. 

Wells Fargo's share price 
only recently started to 
recover after its problems 
integrating its hostile S12.3bn 
acquisition of the Los Angeles- 
based First Interstate, and it 
was expected to seek a buyer. 

Speculation had centred on 
US Bancorp, also based In Min- 
neapolis, which like Wells 
Fargo has concentrated on dis- 


tribution systems such as the 
internet. 

Norwest, best known as a 
community bank with a large 
branch network, was thought 
to have a different culture. 

The deal is structured as a 
merger of equals. The new 
bank will take Wells Fargo's 
name and will retain Its head- 
quarters in San Francisco, but 
analysts were In no doubt the 
deal should be regarded as an 
acquisition by Norwest. Its 
chief executive, Richard Kova- 
cevicta, nil! be chief executive 
of tbe new bank, while Wells 
Fargo's chief executive, Paul 
Hazen, will be president. 

Mr Kovacevich said: “We 


complement each other. Where 
one bank has a weakness, tbe 
other one has a strength. This 
Is the essence of this great new 
franchise. 

“We'll have the largest num- 
ber of financial services stores 
In the nation. Wells Fargo's 
leadership in alternative deliv- 
ery is a perfect complement to 
Norwest’s leadership in com- 
munity banking.” 

The companies estimate tbe 
workforce of more than 90.000 
will be cut by 2.3 per cent as a 
result of the deal. This is con- 
servative compared with some 
recent deals based on cuts of 
more than 50 per cent of the 
target's cost base. It will take 


three years to integrate the 
two banks, to try to avoid a 
repeat of Wells Fargo's prob- 
lems Integrating First Inter- 
state, which Mr Hazen admit- 
ted yesterday was handled too 
quickly. At the end of this 
period, it expects to have 
reduced annua] costs by 
S6S0m. 

Wells Fargo shareholders 
will receive 10 Norwest shares 
far each Wells share, leaving 
them with 52.5 per cent of the 
combined company. This Is 
equivalent to a 9 per cent pre- 
mium on Wells' share price at 
the beginning of yesterday's 
trading. It will be accounted as 
a pooling of interests. 

Lex, Page 16 
Retail chief, Page 19 


Norway fund grows to $16bn 


Shift into equities ; «isavhBs*rttoiiow 
lifts results 6.3% 


By Tim Bert in Stockholm 


Norway's Government 
Petroleum Fund, which invests 
surplus Income from the coun- 
try's North Sea oil riches, grew 
by 6.3 per cent to NKrl205bn 
($l6bn) in the first three 
months of this year after 
investing In International equi- 
ties for the first time, Norges 
Bank, the central h ank, said 
yesterday. 

Unveiling the fund's maiden 
quarterly results, the bank 
said the market value of its 
asset portfolio had risen by 
NKr7.2bn, and predicted that it 
could reach NKiOTObn by the 
end of 2002. 

The bank also confirmed 
that the government of Nor- 
way - tbe world's second larg- 
est oil exporter after Saudi 
Arabia - had acquired stakes 
in about 2.000 international 
companies through the petro- 
leum fond, which has this year 
shifted 40 per cent of its portfo- 
lio from bonds into equities. 

"With a 20-30 year perspec- 
tive, the hank realised that we 
could not afford to rely solely 
on bonds, and it was clear that 
the optima] management 
would be a mix of equities and 
bands," said Kmtt Kjaer, head 
of Norges Bank Investment 
Management 

The move follows the gov- 
ernment's decision last year to 
switch up to half of the fund 
from foreign government secu- 
rities to international equities 
- a strategy that has trans- 
formed tt into one of the larg- 
est prizes of the global asset 
management industry. 

So far. Chase Manhattan of 


Nippon Life will 
curb lending to 
banks and brokers 


By GDfian Tett b Tokyo 

Nippon Life, Japan’s largest 
life assurance company, yes- 
terday signalled it would no 
longer extend new subordi- 
nated loans to Japanese banks 
and brokers because of a per- 
ceived growing credit risk. 

Japanese life companies are 
reluctant openly to refuse 
requests for help, but Nippon 
Life confirmed it had taken a 
tough new stance, reflecting 
an increasingly 

rigorous approach to credit 
risk. Hie decision was trig- 
gered by concern that loans 
would not be repaid If more 
banks or brokers in Japan’s 
troubled financial sector felled. 

Subordinated loans, ranking 
lower than normal capital debt 
in repayment priority but 
higher than equity, are used 
by banks to fund provisions. 
Japanese banks are having to 
make heavy provisions against 
huge bad loan portfolios. 

The life assurance and bank- 
ing sectors are entwined in 
Japan and subordinated loans 
have traditionally been used to 
bail out troubled companies. 
Nippon Credit Bank, for exam- 
ple, yesterday admitted it had 
asked the insurance companies 
tD extend the terms on 
Y217.5bn worth of 

subordinated loans. 

The news comes at a bad 
time for weak hanks because 
of speculation that the ruling 
Liberal Democratic party will 
force a shakeout in the sector 
after parliamentary elections 
in July. This, in turn, has 
fuelled investor unease about 
some weaker banks. The share 
price of Long Term Credit 


Bank, for example, fell sharply 
last week. 

LTCB’s shares yesterday 
closed unchanged at Y181 after 
heavy trading. Some analysts 
remain uneasy about the bank, 
which is weighed down with 
Y1 ,387b n problem loans. James 
McGinnis, analyst at Dresdner 
Kleinwort Benson, said: 
“LTCB's franchise has gone. 
They have a mountain of bad 
debt and a disproportionate 
exposure to the construction 
sector." 

Japan's eight largest life 
assurance groups, which are 
not quoted, yesterday reported 
that the value of individual life 
assurance policies tumbled 2.4 

per cent to Y1 ,211.0001m last 
year, the first drop In post-war 
Japan. Tadao Nishioka. senior 
managing director of Nippon 
Life, said: “We expect the 
investment environment to 
remain tough." 

Assets at the top eight com- 
panies rose 2.6 per cent to 
Yl49,220bn. Solvency margins 
remained well over the 200 per 
cent required in Japan - rang- 
ing from 939.9 per cent for Nip- 
pon Life to 3142 per cent for 
Chlyoda Life. The companies 
said investment yields fell 
owing to the low interest rate 
environment and failing stock 
markets. They also posted 
Y846.5bn worth of loan loss 
charges in 1987, and admitted 
their total problem loans were 
YU40bn. 

The eight companies are 
Life, Asahi Mutual, .Sumitomo 
Life, Dai-Ichi Mutual, Nippon 
Life, Mitsui Mutual, Yasuda 
Mutual and Chlyoda Mutual. 

Caught tii a bap. Page 14 
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the US has been appointed 
global custodian of the equity 
portfolio. State Street Global 
Advisors of the US and Bar- 
clays Global Advisors have 
been named as tbe senior 
index managers, supported by 
Bankers Trust of New York 
and London-based Barclays 
Gartmore Investment Manage- 
ment Mr Kjaer said a further 
140 fund managers had applied 
far a slice of eight new active 
fund mandates in 21 stock 
markets'. 14 of them in Europe. 
New York, Tokyo; Hong Kong, 
Singapore, Toronto, Sydney 
and Auckland. 


“We have selected a sub- 
group of about 70 applicants 
for these mandates and are 
likely to appoint up to 10 new 
fund managers this year," Mr 
Kjaer added. 

Their job will he to maxim- 
ise returns for the fund, origi- 
nally set up to preserve gov- 
ernment coffers for the time 
when Norway’s oil reserves 
begin to run out Given the 
country's generous welfare 
system and ageing population, 
the fund will have to outper- 
form if it is to sustain state 
spending on its own. 

While the central bank has 


made clear that fond managers 
will have freedom to pick 
stocks to invest in, they can do 
so only within strict guidelines 
laid down by tbe government 
Managers will not be 
allowed to invest in developing 
countries and they cannot hold 
more than 1 per cent of any 
one company. “Fund managers 
will have to be prepared for 
extensive contact with us. cer- 
tainly more than with a nor- 
mal client," Mr Kjaer said. 
Norway may impose further 
ethical guidelines on the fund. 


Roche 
withdraws 
heart drug 
in further 
setback 

By WOttsm HaB In Zurich 

Roche, the Swiss 
pharmaceutical company, suf- 
fered its second major setback 
in three months yesterday 
when it announced it was 
withdrawing Poslcor. a new 
heart drug available in 34 
countries, because of adverse 
side effects. 

The news prompted a 2 per 
cent fall yesterday to SFrl4J245 
($9,625) in Roche's non-voting 
securities, which have under- 
performed the market for two 
and a half years. 

Poslcor, which was launched 
only a year ago, was one of a 
< trio of new Roche products 
which had been billed by ana- 
I lysts as potential “block- 
buster" drugs with annual 
sales that might match Roce- 
phin, Roche's tap-selling drug. 

Its withdrawal comes three 
months after a US Food and 
Drug Administration advisory 
panel failed to agree on the 
risks associated with Xenical, 
Roche's new anti-obesity drug, 
which has resulted In its 
launch being delayed by up to 
a year. 

Fritz Humer, Roche's chief 
axecutive. said that the with- 
drawal of Posicor would have 
little impact on the group's 
1998 performance. “If you look 
a few years out it represented 
between one and three per 
cent of total sales.” He said 
there were plenty of other 
drugs to fuel Roche's growth, 
demonstrated by the 12 per 
cent growth in first-quarter 
pharmaceutical sales. 

However, Mark Tracey of 
Goldman Sachs said the with- 
drawal raised the question 
again of when Roche's pharma 
division would start delivering 
the above-average growth that 
has eluded the company over 
the last couple of years. 

The withdrawal of Posicor 
and the delay in the Xenical 
launch meant that Tesuur, 
used in the treatment of Par- 
kinson's disease, was the only 
one of Roche's “fab three" new 
drugs that was proceeding 
according to plan. 

Posicor is the first drug to be 
voluntarily withdrawn by 
Roche. It said that it had taken 
the action following informa- 
tion that it could cause serious 
side effects when used in con- 
junction with other medica- 
tions. 
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The Crowded House Pub Company Ltd 

£36,000,000 
Management Buy-In 
of 40 Beefeater pubs 
from Whitbread PLC 

Led, structured and arranged by 

NatWest Equity Partners 

Mezzanine provided by 

Legal & General Ventures/Mithras 

Equity provided by 

NatWest Equity Partners 

Senior debt facilities provided by 

Bank of Scotland 

Transaction adviser 

PC Hansen & Co 
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AOL buys Israeli 
software group 


By Ari (BacfiBs in Jousadam 
and Christopher Price 
in San Francisco 


America Online, the world's 
leading online service, yes- 
terday agreed to purchase 
Mlrabllis, an Israeli creator 
of software that enables 
users to communicate with 
one another in real time 
through the Internet 

Under the terms of tbe 
$287m cash deal, AOL could 
Increase its Investment in 
the privately-held Israeli 
company by an additional 
9120m between 2001 and 
2004. depending on Mirabl- 
lis's performance. 

Mirabilis makes ICQ (“I 
seek you"), an internet 
communications tool that 
allows users to talk and 
exchange computer files 
while on line. 

The acquisition is the lat- 
est move by AOL to add new 
communications features to 
its services. It is facing 
mounting competition from 


new "portal" web-sites 
which provide a combination 
of news and entertainment 
as well as communications. 
Several of these sites already 
offer chat or internet tele- 
phony services. 

Steve Case, AOL chairman 
and chief executive, said ICQ 
had attracted one of the fast- 
est growing and most loyal 
communities in cyberspace. 
Its international reach would 
accelerate AOL’s global 
reach, he added. 

Analysts said the Mirabilis 
purchase was the biggest for- 
eign acquisition of an Israeli 
software company to date. 

Mirabilis was founded 
nearly two years ago by 
Yossi Vardi, a venture capi- 
talist and current chairman, 
with three young Israeli 
computer programmers. The 
company was launched with 
a $3.2m investment. The four 
founders each held 21 per 
cent before yesterday's 
acquisition. 

It has scant revenues - 


ICQ is distributed free of 
chaige. Since its launch in 
November 1996, the service 
has attracted some 12m reg- 
ular users. 

“What they [AOL] are buy- 
ing is clientele," said Avi 
Israeli, manag in g director of 
corporate finance for Tamir 
Fishman, the Israeli partner 
of Hambreeht & Quist, the 
US investment h ank. "Mira- 
bilis h n F millions of users 
that a company like AOL 
can use as a captive 
market" 

At the end of June, Mirabi- 
lis plans to launch a new 
version Of ICQ with 
enhanced features such as 
personal web pages. 

• Yahoo!, the US internet 
media group, yesterday paid 
$45m for Via web, a developer 
of electronic commerce soft- 
ware. Tbe acquisition is 
aimed at strengthening 
Yahoo! 's position in the pro- 
vision of online, services, 
where it has been looking to 
expand. 


China opens door to Avon 


By James Kynge in Bepng 


Avon Products, the US direct 
marketing company, said it 
had won approval to resume 
business in China following 
a recent ban by Beijing on 
all direct-selling operations. 

Victor Beaudet, an Avon 
official, said that the com- 
pany planned to operate as a 
wholesaler to Chinese retail 
stores and convert its exist- 
ing 75 distribution centres 
into retail outlets to serve 
regular customers. 

Mr Beaudet added, how- 


ever. that it was premature 
to discuss whether Avon 
would once again be permit- 
ted to conduct limited direct 
selling operations from its 
retail outlets, as It does in 
other Asian countries. 

“We are delighted to have 
received notification from 
the Chinese government but 
it Is premature to talk about 
the details," Mr Beaudet 
said. Operations, which were 
banned on April 21. may 
resume by June 15. 

On the surface, it appears 
that Avon has agreed to the 


Chinese suggestion which 
rules out direct selling under 
any guise but allows direct 
marketing companies to 
remake themselves into 
retail chains. 

But US direct selling com- 
panies. which also include 
Am way, Mary Kay and oth- 
ers. have been hoping that 
political pressure exerted 
before and following Presi- 
dent Bill Clinton's summit in 
China this month may con- 
vince the Chinese to allow 
direct selling in some limited 
form. 


JP Morgan rides high after Mexicancomeback 


Investment bank's rote during peso crisis has earned dividends which 
can be measured in business volumes, says Leslie Crawford 

N obody loves you when it lay in abandoning Mexico dividend, but it hasn’t ^bwn 
you're down and out. to its own fate. a thank-you cheque. Mr 

Or almost nobody, as "When you have a crisis, Cepeda says. 

the easy way out is popu- In January 1996. (Hie year 
lism. There was a big risk after tbe onset of the crisis, 
that Mexico would declare a J. P. Morgan and Merrill 


obody loves you when 
you're down and out. 
Or almost nobody, as 
Mexico discovered when. In 
the space of a week in 
December 1994. it went from 
being the darling of emerg- 
ing market investors to a 
pariah. 

A botched devaluation the 
week before Christmas 
spread panic among fund 

managers. Those who were 

able to do so, liquidated 
their Mexican positions 
within days. 

With fee-earning prospects 
evaporating, most invest- 
ment bankers packed their 
bags. Foreign banks refused 
to renew lines of credit to 
Mexican banks and corpora- 
tions. In the US. Congress 
was threatening to block a 
multi-billion-doUar rescue 
package. 

For Eduardo Cepeda, a 
Spaniard who bad arrived in 
Mexico in 1993 to oversee 
J. P. Morgan's expansion 
Into a fully-fledged banking 
operation, the crisis was 
worrisome, but not a cause 
for panic. 

J. P. Morgan had a vested 
interest in helping Mexico 
overcome the crisis. The 
bank formed part of the tra- 
ditional lending syndicate to 
the United Mexican States: It 
also had an important port- 
folio of Mexican corporate 
clients, as a creditor and 
adviser. 

Nevertheless, helping 
Mexico when most investors 
were cutting their losses 
entailed risks. "Every time 
you put your name next to a 
company or a country, you 
are staking your reputation, 
as well as your capital,” Mr 
Cepeda says. 

The real danger, as he saw 


moratorium on debt repay- 
ments uTiri renounce Nafta,” 
Mr Cepeda says. "The big- 
gest danger was that the US 
would turn its back on 
Mexico.” 

J. P. Morgan decided to 
help find a solution. In Feb- 
ruary 1995, a team from 
J.P. Morgan, including Mr 
Cepeda, was appointed as 
financial advisers to the 
Mexican government 

“From tbe start, it was not 
a question of reaching the 
right diagnosis, but how to 
communicate to the investor 
community what the govern- 
ment intended to do," Mr 
Cepeda says. 

"Our main objective was 
to allow Mexico to regain 
access to the capital mar- 
kets, by helping the govern- 
ment communicate its pro- 
gramme and sell it to 
international investors.” 

At one point. J. P. Morgan 
became the banker of last 
resort far its Mexican corpo- 
rate clients. "There were 
simply no dollars left in the 
system,” Mr Cepeda says. 

J.P. Morgan’s pivotal role 
during the peso crisis has 
earned dividends, which can 
be measured in the volume 
of business it is doing in 
Mexico today. 

In Mexico - as in the rest 
of Latin America - J.P. Mor- 
gan h«Q topped fop ranking 
of investment banks since 
1995 for mergers and acquisi- 
tions, cross-border securitis- 
ations and underwriting 
public debt 

There has been a crisis 


Lynch led the Mexican gov- 
ernment back to tbe interna- 
tional capital markets with a 
Sibn global bond. 

Six months later, J. P. Mor- 
gan and Swiss Bank Corpo- 
ration acted as tbe lead man- 
agers for the largest 
voluntary market financing 
ever undertaken in Latin 
America. The Mexican gov- 
eminent wanted to tap the 
international capital mar- 
kets to repay the more 
expensive emergency loans 
provided by the US Treasury 
at the height of the crisis in 
1995. 


D! 


emand for its floating 
rate note snow-balled to 
$6bo, when J. P. Mor- 
gan suggested a pioneer 
approach that melded bank 
syndication and bond mar- 
kets. 

Because the traditional 
bond and equity markets 
chimney] Mexican companies 
in tbe aftermath of the cri- 
sis. JP. Morgan helped a 
number of clients raise capi- 
tal with innovative securitis- 
ations. Cuervo raised flOOm 
against its future exports of 
tequila. Banamex, Mexico's 
largest bank, raised more 
than $500m by securitising 
credit card receivables of US 
tourists visiting Mexico, and 
tbe money orders which 
Mexicans wo rking in the US 
send to their families back 
home. 

Hie peso crisis also trig- 
gered a flurry of mergers 
and acquisitions in Mexico, 
as domestic firms sought for- 


TELEFONICA, S.A. 


Agenda of the Extraordinary General Meeting of Shareholders 


The Board of Directors of “Telefonica, SA” has resolved, in accordance with the legislation in force, 
to CALL an Extraordinary General Shareholders’ .Meeting, to be held in Madrid, at the 
“IFEMA” (Feria de Madrid), Pabellon I, Parque Ferial juan Carlos f, Campo de las Naciones, 


on June 24th 1 998, at 1 0,00 o'clock, on second call (if the necessary legal quorum is not reached on 


first call which is due to be held at the same time and place the previous day). 


The purpose of this call is to submit to the consideration and approval of the Extraordinary General 
Shareholders' Meeting, the items stated in the Agenda below, if warranted. 


AGENDA 

I . The modiflying of the Company’s by-laws, rewriting articles II , 1 2, 23. 1 , 29. 1 , 29.2, 3 1 , 32 and 33.2 
(the renaming of the Board of Directors’ Executive Committee), 8.2 and 17.1 (regarding the right to 
attend the General Shareholders’ Meeting), 21.2 (regarding the right to vote), 25.1 (regarding the 
naming of Board members), and 26 (regarding the assigning of appointments on the Board of 
Directors); and the cancellation of the first and second temporary provisions. 


2. The increasing of the share capital charged to the free reserves and the consequent modification of 
article 5 of the Company’s by-laws.The delegating of powers in the Board of Directors. 


RIGHT TO INFORMATION 


Copies of the Agenda are available from the Company's head offices or can be requested by mail 
free-of-charge. 


MEETING AT THE SECOND CALL 


Should no public announcement be made otherwise, the Meeting will take place on second call, on 
the day, place and time mentioned above. 


Madrid, June 4th, 1998 
THE SECRETARY OFTHE BOARD OF DIRECTORS 


.7/ Telefonica 


MetLife 
in talks 
on Korean 
deal 


By Wffiam Lewis In New York 


Metropolitan Life, the 
second largest US life 
assurer, said yesterday it 
was in folks with foe second 
largest life assurer in South 
Korea over a deal that could 
be worth $lbn. 

Ia an announcement timed 
to coincide with the visit to 
the US by South Korean 
President Kim Dai Jung, 
MetLife said it had signed a 
preliminary letter of under- 
standing with Korea Life, 
the country’s second largest 
life assurer in terms of mar- 
ket share. 

Mpti.ifp said the transac- 
tion under consideration 
"contemplates MetLife pro- 
viding a loan with an equity 
purchase option and reinsur- 
ance coverage". It said tbe 
amount of the deal could 
reach Slbn and technical 
and management support 
was also likely. If completed 
it would be one of the largest 
investments by a foreign 
company in Korea. 

In an interview, Oliver 
Greeves, MetLife vice-presi- 
dent and regional executive 
for Asia-Facflc, said that, if 
completed, the deal was 
likely to lead to MetLife 
owning 50 per cent of Korea 
Life. He said a deal could be 
concluded within two 
months, but warned it would 
be “wrong to say this is a 
done deal". 

Korea Life, founded in 
1946, is the oldest life insur- 
ance company in Korea and 
is controlled by Choi Soon 
Young. It is the country's 
third largest life assurer in 
terms of assets and has 5m 
policyholders and a sales 
force of 55,000. 

Mr Greeves said the pro- 
posed transaction was the 
latest example of MetLife's 
attempts to focus on emerg- 
ing markets. It already owns 
an assurance business in 
Korea: earlier this year Met- 
Life acquired the 49 per cent 

of Kolon-MetLife Insurance 
it did not already own from 
Kolon Group of Seoul. The 
US group also has operations 
in Argentina, Brazil, Canada. 
Hong Kong, Indonesia, 
Mexico, Portugal, Spain and 
Taiwan. 

President Kim is seeking 
foreign investment to sup- 
port his wide-ranging 
restructuring plans. "He 
[President Kim] has been 
very ferocious about asking 
foreign investors to come in 
but he’s not had a lot of sup- 
port so far,” Mr Greeves 
said. “He needs to get some 
runs on the board,” he 
added. 

Mr Choi said: H We hope 
our contemplated transac- 
tion with MetLife will also 
embrace other opportunities, 
especially in the area of 
investment management". 
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Eduardo Cepeda: goal was to 


to capital markets 




eign partners to recapitalise 
their businesses. J. P- Mor- 
advised Vitro, Mexico's 
largest glass manufacturer, 
on the sale of its minin g 
assets and its US subsidiary 
Anchor Glass; it advised 
Empresas La Moderns on 
the sale of its cigarette com- 
pany to BAT Industries of 
the UK for $1.7bn. J. P. Mor- 
gan also acted as adviser to 
Anheuser-Busch, the US 
brewer, on its options to 
acquire an additional inter- 
est in Mexican brewer Grupo 
Modeto in a transaction val- 
ued at gl.lbn. 

The opening of Mexico's 
financial system to foreign 
investment also increased 
J. P. Morgan's workload. 

Its biggest involvement 
was with Serfin, Mexico's 
third largest bank, which 
required huge infusions of 
capital after the peso crisis, 


but which could not, undo 1 
Mexican law. be sold whole- 
sale to foreign investors. 

Elsewhere in Latin Amer- 
ica, merger and acquisition 
activity doubled to a record 
$66bn last year, notwith- 
standing tbe ripple effects of 
Asia's troubles. Of the 1997 
total. J. P. Morgan acted as 
adviser to 38 M&A deals 
worth $13.5bn. 

Mr Cepeda says he has 
been impressed by the speed 
with which policy-makers in 
Latin America reacted to the 
turmoil in Asia, accelerating 
privatisations and other eco- 
nomic reforms. 

"Latin America offers 
opportunities not found else- 
where." he says. For 
J. P. Morgan, the region 
promises rich pickings in 
1998, fuelled by more M&A 
activity, international bond 
Issues and trading in debt. 
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Renaissance acquires 
Pinnacle for C$1 bn 


* 


Alberta-based Renaissance Energy yesterday acquired 
Pinnacle Resources In a CSl.06bn (US$72 6m) agreed take- 
over. The merger will make the combined company one of 
Canada’s leading oH and gas producers and strengthen * 
Renaissance's position as the most active driller in western - 
Canada. In the all-stock deal. Pinnacle shareholders wifl 
receive 0.66 Renaissance shares at an offer price of C$16.76, 
representing a 28 per cent premium on the June 5 closing of 
Pomade shares on the Toronto Stock Exchange. The acquisi- 
tion price for Pinnacle's assets works out to about C$6.79 a 
barrel of oil equivalent Renaissance wtil also assume Pinna- 
cle's debt of C$380m. 

The takeover Is the first large acquisition for the 15-year-old 
company, which has preferred to grow organically through 
aggressive exploration. Both companies, which are primarily 
producers of medium-grade conventional oil, have been hit 
hard over the past year by the downturn in oil prices. Renais- 
sance has seen its shares plummet from C$45 last June to 
less than C$25 after reporting several quarters of disappoint- 
ing earnings. Its shares fell a further C$1.50 to C$23.30 In 
earty trading yesterday. 

Last year Pinnacle acquired gas company HCO Energy for 
C$2 55m and oil group Wascana Energy for C$3Q7m, but the 
takeovers left it heavily debt laden to exploit the new proper- 
ties. Scott Inglis, analyst with First Energy Capital in Calgary, 
said Renaissance had wanted to buy Wascana last year but 
lost out to Pinnacle. Edward Alden, Toronto 




AIRLINE STRIKE 


PAL pilots defy order 


Striking pitots at Philippine Airlines (PAL) yesterday defied a 
government order to return to work while the airline Warned 
them for scaring off potential foreign investors who could 
save the carrier from collapse. The 620 pitots claimed they 
had not received the government's order to return to work 
yesterday. 

Cresenaana Trajano, the Philippine labour secretary, also 
said he was reversing PAL’s decision to sack all the pitots 
who tailed to respond to Its ultimatum to resume work by 
Sunday noon. The government summoned PAL management 
and the pitots to a conciliation meeting yesterday to resolve 
the four-day-old strike. 

n: car ! cej ! ed 80 P® 1 " of its domestic and international 

nights yesterday and only two International flights left Hono- 
foki and Singapore. All the flights were manned by 25 pitots in 
managerial positions. The airfine and its pilots have been 

bf t!?^ 8pute since 1097 over PAL's policy to 
retire pilots who had reached 20 years of service. 

01 cie,ibe ratety causing maximum 
financial damage, it said it was engaged in serious talks with 
carTiens *»■ a critical equity investment 
Artnoughit did not name the potential Investors, Northwest 

h ^ 1 been named in r0 P° rts as an interested party. 
kals statement said it was losing between $4m and $5m a 

JliLlSL 0 * strite ' “Puling the cash-strapped air- 

to toe brink of insolvency”. The airfine is among the 
worernrt by the Asian currency crisis, tt reported a toss of & 
S207mtfi the year ended March 1998, more than triple the " 
losses it suffered in 1997. Abby Tan, Manila 
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Jeeves plans bond issue 




f^ngcom^ny, ® launching a convertible bond issue. The 
bonds would pay a coupon of n per cent a year. 

up Hon 9 Kong m 1994, 
^^u^ tlons <* interest and has sent out 

off0rtng to 50 °f «* dry-cleaning cli- 
ents in the territory. 

,n expansion drives in 

™?SKcn9Ht the moment, Jeeves of Belgravia says business 
rnarkBt 911531 to us- Because of 
not spending as much money 
on buying more clothes - they are having fold dethesj dry- 
cleaned instead. ° said Teresa Halting, bustoess^ISpmert 
manager. Louse Lucas, Hong . Kong 
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Wells Fargo (earns lesson 

Integration struggle comes to an end, says John Authers 


W ells Fargo yesterday 
assured Itself of a 
place in business 
school case studies for many 
decades to come - as an 
example of how not to carry 
out integration after a 
merger. 

The San Francisco-based 
hank’s decision yesterday to 
seU to Norwest of Minnea- 
polis in a deal valued at 
about $34hn brought to an 
end a two-year period in 
which it struggled, and ulti- 
mately failed, to reap profits 
from its own (i&3bn hostile 
acquisition of Los Angeles- 
based First Interstate in 
early 1996. 

The deal also signals a 
notable setback for the 
model of banking business 
which Wells Fargo had 
championed. This was 
“transaction banking" - an 
attempt to make banking as 
cheap and convenient as pos- 
sible for customers through 
the use of new technology. 
This was intended to replace 
“relationship banking", as 
practised by First Interstate, 
in which banks keep higher 
overheads, but attempt to 
generate more revenue from 
each customer through sell- 
ing them extra products. 

Wells was firmly recog- 
nised as the industry leader 


in internet hanking; and in 
converting people from tradi- 
tional branches to smaller 
mechanised branches in 
supermarkets, and was rated 
the world's most profitable 
bank by IBGA, the European 
bank rating agency, for 1995. 

- Strong market support 
underpinned its bid, which 
was successful only aftgr it 
raised its price to food off a 
“white knight” intervention 
from First Bank Systems, 
now known as US Bancorp, 
also of Minneapolis. 

Wells’ branch network 
overlapped closely with that 
□f First Interstate in Calif- 
ornia. and the logic of the 
deal was that most of the 
branches could be closed, 
while keeping to First Inter- 
state's customers, and yield- 
ing a huge rise in profits. 

W ells’ management 
allowed about three- 
quarters of the top 500 
executives in First Inter- 
state’s management to leave, 
most with big pay-offs 
thanks to a “poison pill” 
defence system it had put in 
place before the merger. The 
banks’ combined workforce 
was reduced by 2^5 per cent 
It then decided to set itself 
a deadline of seven months * 
for converting First Inter- 


Telecoms 
hardware 
groups 
eye Bay 
Networks 


By WUtant lewis in Mew York 
and Chri s tophe r Price 
ta San Fra n cisco 


Bay Networks, the US 
networking equipment com- 
pany, has received interest 
from several European and 
| US telecom equipment 
" groups about a possible take- 
over, people dose to the situ- 
ation said yesterday. 

Bay, which is considering 
a number of “strategic alter- 
natives", is thought to have 
appointed Morgan. Stanley 
Dean Witter, the US invest- 
ment bank, to advise it, said 
an. official from one of the 
companies that has 
expressed an interest 
The interested companies 
are said to be Northern Tele- 
com and Lucent Technolo- 
gies, two of the industry’s 
leaders, and three European 
groups; Ericsson of Sweden, 
Siemens of Germany, and 
Philips of the Netherlands. . 

« Bay and Morgan Stanleyres- 
terday declined to comment 
Bay has long been the 
focus of stockmarket 
rumours and these have 
intensified in recent days fol- 
lowing two large deals 
between telecom equipment 
manufacturers and network- 
ing equipment companies. 
Last week Alcatel of France 
announced it was taking 
over DSC Communications, 
the US telecoms equipment 
company. That announce- 
ment came just a day after 
TeHabs, a fast growing US 
telecoms equipment com- 
pany, announced a (7bn 
acquisition of rival Ciena, a 
a six-year-old company that 
I came to the stock market 
last year. 

Analysts have forecast 
more deals in the sector 
which is fost becoming domi- 
nated by large players such 
as Lucent and Northern. 
Internet technology is 
increasingly important to 
telecommunications compa- 
nies as voice and data net- 
works begin to merge. 

Bay is one of the largest 
companies providing equip- 
ment which links and man- 
ages computer networks. 
However, the sector, which 
has expanded rapidly in the 
past three years, has 
recently been hit by sluggish 
sales. Bay recently reported 
a sharp Call in third-quarter 

a net income, from $20.7m to 
r (&9m, before exceptionals. It 
blamed weak demand and 
delays in customer orders. 
Including acquisition costs, 
net losses amounted to 
(1412m. while revenues rose 
7 per cent to (5472m. 

Other networking compa- 
nies have also reported dis- 
appointing results this year, 
K with the exception of Cisco, 
the largest networking 
group. Among the problems 
have been the downturn In 
south-east Asia and struc- 
tural changes in the'domes- 
tdc computer market 
Analysts are also cautious 
about the sector’s outlook. A 
recent report from In-Stat 
an industry research group, 

s reported that the networking 

a hardware market grew by 18 
per cent in 1997 to (2&4bn, 
Well down from the 50 per 
cent growth in 1996. 



biscuit 
sales hit 
Nabisco 
stock 

By Richard Waters ta New York 


Nabisco, the US' food 
company, yesterday issued a 
bleak report an the health of 
its struggling biscuit 
operations and vowed to 
pour SO per cent more into 
promoting famous brands 
Eke Mtz crackers and Oreo 
cookies. 

The latest admission of 
sagging sales, and gloomy 
predictions about bow much 
it would cost to put right, 
contributed to a jout of Nab- 
isco's shares' yesterday. The 
stock fell $5% during the 
morning, or 12 per cent, to- 
(40&. Shares in RJR Nab- 
isco, which owns about 60 
per cent of Nabisco, fell 
nearly 6 per cent, losing & ft 
to (26%. 

Nabisco’s biscuit sales 
have suffered in part from a 
disastrous reorganisation 
early last year of its US 
salesforce, said Noxni Ghez, 
an analyst at Goldman 
Sachs. That had weakened 
its links to grocery stores 
and undermined a highly 
effective distribution system, 
she added. 

An important part of the 
restructuring announced 
yesterday would involve 
repairing the damage done 
to this so-called direct stare 
delivery group, said James 
Silts, who was brought In as 
chief executive in January. 
There was a 4 per cent 
decline in biscuit sales last 
year, and a l per cent 
decline this year, the com- 
pany said. 

Mr Kilts also announced a 
big increase in advertising 
and promotional spending 
that was seen on Wall Street 
as long overdue. Spending in 
the second half of this year 
wonld be 30 per cent h ig he r 
than the year before, the 
company said. The market- 
ing push will include new 
advertising campaigns far 
RHz, as well as the low-fat 
Snack Well line of cookies, 

whose sales have slipped 
after -a strong introduction 
in the mid-1990s. 

The plans were the first 
Increase in marketing spend- 
ing in a decade, said John 
M cM L T fln, an analyst. at Pru- 
dential Securities. The com- 
pany’s sales had lost momen- 
tum due to a failure to spend 
enough on marketing and 
product innovation, allowing 
its nearest competitor, Kee- 
bler, to seize some market 
char e, he added. 

The latest restructuring, 
which will be largely con- 
fined to the US, will' lead to a 
restructuring charge in the 
second quarter of (406m and 
a further (UBm of expenses 
by the middle of next year. 
Savings are projected to 
reach (35m this year and 
(70m In 1999, rising to dOOm 
in the following year. 

Mr Kflta arrived at Nab- 
isco from Kraft, a unit of 
PhUJp Morris, where he was 
credited with leading a 
revival in profit margins by 
slashing costs and shedding 
unprofitable lines. Nabisco’s 
cookie and cracker busine ss 
offers offers less opport unity 
for this sort of quick turn- 
round, said Martin F eldman , 
an analyst at Smith Barney- 


state to Wells’ computer sys- 
tem. 

But Integrating the two 
banks' systems proved far 
harder than expected. Wells 
was forced first to announce 
that cost savings were less 
than expected, and then, 
most ftamagmgty, that reve- 
nues were dome 

Some mistakes were basic. 
In some cases, customers' 
deposits were Incorrectly 
posted, with cheques being 
paid into the wrong account 
Wells had no option but to 
credit the affected custom- 
ers’ accounts, but often 
could, not ffriri t he accounts 
to which the funds bad been 
incorrectly credited- These 
problems led to an operating 
loss of titan in the second 
quarts' of last year. 

Smaller local banks 
reacted gleefully, la unching 
heavy advertising i- a mp^ fgrHg 
to publicise Wells’ difficul- 
ties. For example, Glendale 
Federal Bank ran posters 
showing a huge banker, with 
“Wells Fargo" written on the 
sole of his boot, stamping on 
small businesses. The public- 
ity helped to ensure that 
Wells spent most of last year 
losing accounts at the rate of 
L5 per cent per month. 

The results showed 
through starkly in Wells' lat- 



Idiosyncratic chief 
takes retail approach 


Paul Hszorc says ha w0 betaking the time to do A right 1 


est results, fra - the first quar- 
ter of this year. Its total 
assets stood at (9SL2bn. down 
10 per cent from the (I05.4bn 
it had held a year earlier, 
despite booming growth for 
the rest of the banking sec- 
tor. 

Its total deposits over this 
period had fallen from 
(77.6bn to $69.8biL Profits 
were also running 7 per cent 
below their level for the first 
quarter of 1997. 

Wells’ share price was 
hammered as a result, drop- 
ping from a high of $320 to a 
low of (245 last year while 
the rest of the finanriai ser- 
vices sector enjoyed one of 
its most successful years on 
record. It has posted a recov- 
ery in recent months, to 
trade around (360, but much 
of the buying has been on 
the back of speculation that 
Wells would be taken over 
for a premium. It has still 


under-performed the SAP 
banking sector since the 
merger was announced. 

Now, the question will be 
whether Richard Kovacev- 
ich, Norwest chief executive, 
is making the same mistake 
as Wells did. Norwest, like 
First Interstate before it, is a 
“relationship" bank, and one 
of the most successful 
“cross-sellers" in the Indus- 
try. 

But Paul Hazen, Wells 
Fargo's chief executive, 
made it clear that at least 
some of the lessons of the 
First Interstate lesson had 
been learnt. Yesterday, he 
devoted most of his time 
with analysts to a presenta- 
tion trying to convince them 
that the integration would 
be handled slowly, allowing 
three years for the two 
systems to be integrated. 
“We will take the time to do 
it right," he said. 


By John Audios in Hew York 

Richard Kovacevich, chief 
executive of Norwest and the 
man who will ran the 
(SOObn-asset bank created by 
yesterday's merger with 
WeDs Fargo, has an idiosyn- 
cratic attitude to banking. 
His bank has “stores", not 
branches, and “team mem- 
bers" rather than employees. 

Until yesterday he had 
eschewed the big deals 
which have dominated bank- 
ing over the past few years, 
complaining of high prices. 
Norwest has also opted not 
to buy itself an investment 
bank or securities broker, 
unlike almost any other 
commercial bank of its size. 

But Mr Kovacevich, who 
made his reputation in retail 
hanking at Citicorp, h as still 
managed unobtrusively to 
build Norwest Into the ninth 
largest US bank by assets, 
with S96bn at the end of the 
first quarter, through a 
series of smaltor deals and 
by aggressively building rev- 
enues. He has built Norwest 
using retailers rather than 
commercial banks as a 
model, and championed the 
“cross-selling!" of products. 

Talking to the Financial 
Times earlier this year, he 


objected ta deals aimed at 
building scale for its own 
sake. He said: “It’s a general- 
isation. but 1 don't believe 
bigger is better after a cer- 
tain size. I . don't know if 
that's (50bn or $60bn. but 
after that you are big 
enough, and you've got 
enough revenue to invest in 
technology. Then you can 
compete with anyone." 

Instead, he has concen- 
trated on businesses which 
can be used as a base for 
cross-selling. Norwest now 
has the largest US mortgage 
bank because research 
showed that mortgages were 
one of the four products - 
along with current accounts, 
brokerage and insurance - 
which could work as “core” 
products from which other 
sales could be made. 

He said: “We view any 
acquisition of another bank 
as an opportunity to add 
stores. It just turns out to be 
cheaper to acquire them 
than building your own. 
That’s the classic retailers’ 
approach, it's not about 
being big for big’s sake." 

This led him to avoid most 
of the big me r ge r s of recent 
years on the basis that mul- 
tiples were too high. But he 
was able to buy Wells for a 


multiple of about 2.5 times 
book value - a bargain after 
several banks in recent 
months sold for more than 4 
times book value. 

Will the deal work? The 
question to ask of auy 
merger, be said, was: “Are 
the two organisations cultur- 
ally similar? You can't have 
multiple cultures in an 
organisation and succeed." 

Wells' transaction-led cul- 
ture is quite different from 
Norwest's. It is organised 
around products rather than 
geographical regions, mak- 
ing cross-selling difficult, 
and emphasises cost control 
rather than revenue growth. 

It already seems certain 
that Mr Kovacevich. will 
ensure that the new bank 
will have Norwest's culture. 
Yesterday, the banks’ first 
joint statement referred to 
its total number of stores 
and team members. 

The success of the deal 
will hinge on Mr Kovacev- 
ieb’s ability to build reve- 
nues. Earlier this year, he 
seemed aware of the issues 
in front of him, saying; “I 
would argue that the bigger 
you are the more difficult it 
is to cross-sell, because it 
has to be done everywhere 
across the company." 



Mergers, acquisitions 
and the Euro. A radical new 
gameplan is needed. 


The Euro. It’s already accelerating the 
pace of change and increasing the 
magnitude of M&A in Europe. Along with 
globalisation ft is causing business leaders 
to realise that success in their national 
markets may no longer be enough. 
Strength in the future will often stem 


from strength across Euroland. Strategies 
have to change. Goldman Sachs is the 
world leader* for M&A advice and, across 
much of Europe, we are top of the league 
tables?* Goldman Sachs helps companies 
develop their competitive edge to win 
on the new playing field. 


GLOBAL KNOWLEDGE FOR A GLOBAL CURRENCY. 


oldman 


(jolt 
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Issued by Goldman Sachs international, regulated by die Securities and Futures Authority. "Source: Securities Dam Service. 

•“Source: Germany Not I (Bfirsen-Zefcung); France No. I (IFR Securities Data); haly No. I (Lombard); Spain No. 2 (Acquisitions Monthly). 
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POWER SELL-OFF SMALL INVESTORS SHOW ENTHUSIASM FOR LAST BIG SPANISH DISPOSAL 


Retail buyers win extra share of Endesa 


By Ton Borns in Madrid 


The Ptal,l50bn ($7.6bn) 
market privatisation yester- 
day of Endesa, the power 
group, set a new benchmark 
for domestic equity distribu- 
tion in Spain. 

The sale was the last big 
disposal by the Spanish gov- 
ernment and is double the 
size of an Endesa offering 
last October, which itself set 
a record for Spain’s capital 
markets. 

The latest move increased 
the power group’s share- 
holder base from i.6m to 


more than 2.5m domestic 
Investors - easily the biggest 
total for a company listed on 
Madrid's Bolsa. 

Hours before completing 
the disposal. Sepi. the gov- 
ernment agency that was 
placing 33 per cent of the 
electricity generator, raised 
the retail tranche from 76 
per cent to 79.8 per cent. 

Last week Sepi raised the 
allocation to small investors 
from 70 per cent of the ini- 
tial offer to 76 per cent 

The two revisions of the 
offer structure reflected the 
contrast between widespread 


enthusiasm for the issue 
among individual investors 
and a somewhat muted 
reception by institutions. 

Sepi said demand from 
institutions was more than 
twice the total they had been 
offered, and overall the dis- 
posal was 4.38 times sub- 
scribed. Retail demand was 
buoyant throughout the 
offer period and the total 
value of bids from small sav- 
ers was close to PtalOOObn. 

The appetite for equity 
Investments among Spanish 
savers has significantly 
increased since the privatisa- 


tion of Telefonica in Febru- 
ary last year kick-started a 
wave of government sell-offs. 

Retail investors were allot- 
ted 66 per cent of the tele- 
com group's $*L 3 bn market 
disposal, and In subsequent 
privatisations the size of the 
retail tranche was consis- 
tently raised to meet the 
growing demand of individ- 
ual investors. 

“Endesa represents an 
exemplary privatisation 
because it sets new stan- 
dards in wide share owner- 
ship,’' said Lorenzo Bernaldo 
de Quirts, director of Global 


Strategies, the Madrid-based 
economic consultants. 

Some 25 per cent of domes- 
tic households are now esti- 
mated to have part of their 
savings invested in equities, 
against 7 per cent three 
years ago. 

Sepi was expected to set 
an Endesa issue price of 
Pta3,477, representing the 
weighted trading average of 
the power group's shares on 
the Bolsa yesterday. 

Tbe issue price was com- 
fortably Off the m aximum 
Pta3,776 price set at the 
beginning of last week and 


close to the power group’s 
trading price when the dis- 
posal's offer document was 

registered last month. 

The initial volatility of 
Endesa’s shares during the 
offer period had caused con- 
cern to the co-ordinators - 
the big Spanish banks 
Argentaria. Bilbao Vizcaya 
and Santander, and Ger- 
many’s Dresdner Klein wort 
Benson. 1 

Retail investors will 
receive a 3 per cent discount 
on the issue price and a 3 . 
per cent c a sh bonus in six | 
months. 
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PHARMA GHniCALS 

Shake-up plan lifts 
Nycomed Amersham 
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Danone 
invests in 
Indonesia 
bottler 


Shortlist for GAN purchase unveiled 


Stare, h Nycomed a™*™ 

l ^ t ^^q!^ed ^SSw'osk). saw Its Stares 
H^S£to£«End NKr7 to NKr242 respetavdy on news 
three operating businesses: Imaging, lire sd- 

ences and pharma. 

Bill CastaU, chief executive, said that 
group's director of corporate development be ^ nd n ^ 1 ^' 
Janfeaiion. was to leave the group to pursue business inter- 
ests elsewhere in Norway. 

In turnover terms, imaging wiD be the larged 
• business, accounting for almost 50 per centofte pn^mw 
1997 sales of £1.38bn- Life sciences are 

ute about 30 per cent of group revenue and pharma the 

remainder. Tim Burt, Stockholm 
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By Andrew Jack In Paris 


By Andrew Jack 


Danone, the French agro- 
food business, yesterday 
took advantage of the low 
prices of Asian businesses In 
the wake of the region’s 
financial crisis to buy a 
40 per cent stake in tbe 
region’s largest bottled 
water business- 

It paid an undisclosed sum 
in Indonesian rupiah to 
acquire the shares held by 
the Utomo family in PT 
Tirta In vesta ma, the holding 
company of Indonesia's 
Aqua Group, which produces 
lbn litres of water a year. 

Danone said that the 
water, which is marketed 
under the “Aqua’* brand, 
had about 50 per cent of tbe 
market in Indonesian for 
both bottled and fountain 
water. 

Tbe brand is exported to a 
number of markets in south- j 
east Asia. 

The French group said it 
would focus the development 
of the brand in Asia, where 
water consumption is far 
lower than European and US 
levels. 

It said that it planned 
to introduce co-branding 
with Danone, eventually 
phasing out tbe Aqua brand 
name in favour simply of 
Danoue. 

The transaction is still 
subject to due diligence, 
and is expected to be com- 
pleted in the third quarter of 
this year. 

Aqua reported volume 
growth of 15 per cent in the 
first five months of the cur- 
rent year. 

Danone claims to be the 
second largest bottled water 
producer in the world. 

The French group 
produces 4.7bn litres under 
brand names which include 
Evian, Volvic and Ferrareile. 


Swiss Life and Groupama, 
the France-based mutual 
insurer, are the remaining 
candidates to buy GAN. the 
troubled French state-owned 
insurance group currently 
being privatised, the govern- 
ment announced yesterday. 

Tbe state's independent 
"Participations and Trans- 
fers" commission - formerly 
known as the privatisation 
commission - rejected two 
other bids, from A1G of the 
US and the Netherlands- 
based Eureko consortium. 

A fifth bid. from GE Capi- 
tal of the US, was rejected 
because it was submitted 
incomplete, the remaining 
information arriving after 
the deadline for offers. 

The decision, according to 
those close to the process, 
was made entirely on the 


basis of price. This was in 
line with a series of first- 
round eliminations earlier 
this year in the privatisation 
of CIC. the banking group 
previously owned by GAN. 

Yesterday’s shortlist 
strongly increases the 
chances of a winning bid by 
Groupama, given the social- 
ist administration’s sympa- 
thy for the mutual sector 
and its decision to award 
CIC to Credit Mutuel, 

None of the bidders has 
disclosed tbe size of their 
bids, although some esti- 
mates have placed the value 
of GAN at about FFrl5bn 
(j2.5bn). Groupama said at 
the end of last month that 
GAN required a recapitalisa- 
tion of FFrSbn-FFrlObn. 

The mutuallst Is believed 
to be considering an injec- 
tion of about FFrSbn and 
making up the remainder of 


the shortfall by recycling 
GAN’S future profits. 

Bidders have been con- 
cerned about the potential 
costs of compensation 
related to the UK pensions 
mi«uRgiiing affair, to which 
GAN Life's UK-based subsid- 
iary was heavily exposed. 

The two remaining bidders 
have seven working days to 
examine additional confiden- 
tial financial data on GAN 
ahead of submitting revised 
bids in the middle of next 
week. 

A decision is likely to be 
announced by the of the 
month. 

Jeff Medlock, Eureko man- 
aging director, said last 
night he was "disappointed", 
but argued that the bid had 
raised the profile of his 
group in France and that it 
would consider other 
operations in the country. 



AUSTRIA 


VA Stahl acts over hostile bid 


VA Stahl. Austria’s biggest steel company, steppedln yester- 
day to rescue VAE, a leading maker ofnjjjfgwte and dg- 
n ailing equipment, which Is facing a hostile Sch2.1bn ($103m) 
bid from De Dietrichs, the French company that owns one of 
VAFs rivals. „ . . 

VAFs shares were suspended at Schl.267. De Dietrichs 
has offered to pay Sch1,525 a share for VAE. whichhad 
annual sales of Sch2.3bn in 1997. However, VA Stahl said it 
was negotiating a friendly takeover at a higher price. 

Robin Home, of Dresdner Klein wort Benson, estimated that 
the De Dietrichs bid valued VAE at 12.7 times current earn- 
ings and he said VAE might be worth Schl.800 a share to a 
successful bidder. Wffiam Hafl, Zurich 


MITSUBISHI MOTORS 


Merger with Volvo ruled out 


Dominique Strauss-Kahn, French finance minister: Ms 
government's sympathy for iraouaBsts may help Groupama Reuters 


Rhodia share 


Rescue leads to additional 


Mitsubishi Motors (MMC), the Japanese vehicle maker, said 
yesterday It would tike to extend its collaborative relationship 
with Volvo, of Sweden, but ruled out a merger in the near 
term. “We are keen to further extend collaboration with Volvo 
that would be mutually beneficial, both in the commercial 
vehicle and passenger car sectors," Mr Katsuhiko Kawasoe, 
MMC president said. Mfchiyo Nakamoto, Tokyo 


placement starts provisions for Lyonnais 


CZECH REPUBLIC 


By Andrew Jack 


Brokers yesterday began 
placing shares for Rhodia, 
the speciality chemicals divi- 
sion of RbAne-Foulenc, the 
French chemicals and phra- 
maceuticals group, whidh is 
being spun off and partly 
floated in Paris and New 
York. 

Hie price range of FFr115- 
FFr140 a share - to be deter- 
mined at the time of the quo- 
tation on June 25 - values 
the entire enlarged capital of 
Rhodia at up to FFr24-5bn 
($4.lbn). Rhdne-Poulenc is 
Selling up to a mnTimnm of 
33 per cent of the expanded 
share capital. 

Jean-Ren£ Fourtou, chair- 
man, stressed that “it would 
not be in the Interests of 
RhOne-Poulenc shareholders 
to divest 100 per cent of Rho- 
dia, which has a strong 


potential to Increase in 
value”. Directors argue that 
in the foreseeable future 
they would not in any case 
cut Kbdne-Foulenc's stake in 
Rhodia to less than 50 per 
cent 

Rhone-Poulenc employees 
have the right to subscribe 
to up to 3.5m shares, and 
Rhodla’s employees to np to 
1.5m. in addition to the 
48.5m shares offered to 
investors. 

Existing Rhone-Poulenc 
shareholders will also have a 
priority allocation up to 40 
shares each and a total of 
3.5m shares. There will be a 
“greenshoe”. or over-allot- 
ment option, of up to 4.4m 
shares available to the 
underwriters. 

SBC Warburg Dillon Read I 
and Morgan Stanley with I 
Socrtte G6n$rale are 
co-giobal co-ordinators. 


By Andrew Jack 


Credit Lyonnais, the French 
state-owned bank, was as 
' late as March not p lanning 
to sell BfG, its troubled Ger- 
man subsidiary, by the end 
of 1998, in what would have 
been an apparent breach of 
the requirements of its origi- 
nal rescue plan. 

Any attempt to delay the 
sale until after December 
this year would have risked 
breaking conditions imposed 
on the bank in the plan 
agreed between the French 
government and European 
competition authorities in 
Brussels in 1995. 

The plan - and tougher 
conditions set out in a letter 
by Alain Madelin. the then 
finance minister 
demanded a significant 
reduction in the bank's 
"commercial presence" by 


the end of 1996, which would 
have required BfG to be sold. 

The attempt to stall BfG's 
sale lends credence to con- 
cerns raised by the authori- 
ties in Brussels over the past 
few months that the French 
bank was not respecting the 
timetable set down for asset 
sales within three years of 
the plan's a p p roval. 

The incident Is highlighted 
by an adjustment to Crtdit 
Lyonnais' 1997 accounts pub- 
lished yesterday, which 
include additional provisions 
of FFrl.4bn ($235m) follow- 
ing negotiations over a 
revised rescue plan agreed 
between Paris and Brussels 
last month. 

The extra provisions 
include for the first time 
allowances for restructuring 
costs and the capital losses 
associated with the sale of 
assets to be sold in the earn- 


ing months. Tbe largest such 
losses are believed to be tor 
BfG - at about FFrlbn - and 
tor its Spanish operations. 

The bank stressed yester- 
day that the 1995 plan 
allowed tor an extension in 
tbe ori ginal 1998 deadline for 
asset sales if Brussels 
approved. 

The modified 1997 
accounts Issued yesterday 
include total provisions of 
FFr2. 7bn, but do not include 
the capital pi™ expected on 
same asset sales this year. 
The change reduces net 
income for the year to 
FFr357m. 

Jean Peyrel evade, the 
bank's chairman, confirmed 
in a statement that an inde- 
pendent expert would evalu- 
ate the value of the penalis- 
ing loan imposed mi Crtdit 
Lyonnais as part of the 
rescue . 


Skoda to sell trucks arm 


Hellenic launches offering 


Hellenic Petroleum, the state-controlled Greek oil-refinirjg 
group, yesterday launched a global offering of a 20 per cent 
stoke under the socialist government's privatisation pro- 
gramme. The sale is likely to raise about DrBObn (5167m), to 
be divided between the government and the company. 

About 30 per cert of lha offering will be set aside for retail 
Investors In Greece. Overseas investors are expected to take 
up about 50 per cent of the offering. Kerin Hope, Athens 


EXTRAORDINARY GENERAL MEETING OF 
SWEDISH MATCH AB (publ) 


ANNOUNCEMENT 


(uponi err nftg m 


"tab 


Shareholders of Swedish Match AB are hereby invited to the Extraordinary General 
Meeting on Tuesday, July 7, 1998 at 1 p.m. at Swedish Match’s head office at 
Rosen lundsga tan 36, Stockholm, Sweden. 


AGENDA 

1. Election of rhe Quinn. in nf rhe Meeting. 

(Proposal: Bemt Magnussonl 

2. Election ol one or nvn minutes checkers who, in addition 
tu the Chairman, shall verify the minutes. 

3. Preparannn and approval of the list of shareholders 
entitled to vote at the Meeting. 

4. Determination of whether the Meeting has been duly 
convened. 


NOTICE OF PARTICIPATION 

Noace of participation may be given in writing to Swedish 
Match AB, Legal Affairs, SE- 118 85 Stockholm, Sweden, by 
telephone +4ti-S-«5S 53 61 or by telefax +46-8-720 76 56. 


VThen providing notice of participation the shareholder 
should state name, address, telephone number and personal 
registration number (where applicable). 


5. The Board’s proposal concerning a reduction in the share 
capital by means of the redemption of shares pursuant 
to the resolution by the 19^8 Annual General Meeting 
approving the proposal to redeem every thirteenth share 
of Swedish Match and a redemption price per share of 
SEK 55. 


Shareholders who desire to participate in the Meeting, must 
submit notice prior to expiration of the notice period, not 
later rhan Friday July 3, 1998. 4:00 p.m. (Swedish local 
rime). Receipt of notification will be confirmed by Swedish 
Match forwarding an attendance card which is to be 
presented at the entrance to the Meeting. 


6. The Board's proposal concerning an increase in the 
share capirol by means of a scrip issue, the increase in 
the nominal value of each share from SEK 2 to SEK 
2.20 and the change to S 5 af the Company’s Articles 
of Associanun arising from the same, such that it shall 
thereafter read as follows: “The nominal value of the 
share shall be SEK 2.20." 

The Board 5 proposal, as specified in section 5 above, means 
that the share capital can be reduced by a maximum of SEK 
“T ,3 16,654 by mejns of the redemption of a maximum of 
35.65S.32~ shares. 

The Board's complete proposal in respect of sections 5 and 
6 above, together with documentation pursuant to chapt 
4, $4 of die Swedish Companies Ace, will be made available 
at Swedish Match AB’s head office, as of June 29. 1998. 


SHARE REGISTRATION 

Swedish Match's share register is maintained by Varde- 
papperscentralen VPC AB (Swedish Securities Register Center). 
Only owner-registered shares are listed in the names of the 
shareholders in the share register. To be entitled to partici- 
pate in the Extraordinary General Meeting, owners of 
shares registered in the name of a trustee must have the 
shares registered in their own names. Shareholders who 
have trustee-registered shares should request the bank or 
the broker holding the shares ro request owner- registration 
Iso called voring-nght registration) several banking days 
prior to July 3, 1998. Trustees normally charge a fee for this. 
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The shweholden of Avasto Sheffield AB (publ) ore hereby invited to attend the 
Shareholders’ Annual Genera) Meeting, which will be held an Thursday 25 June 1998 at 3 pan.. 
Norm Latin, Aulafi, DroHninggaton 71 B, Stockholm, 


ATTEND! NO THE MEETING 

ShorehoUan wishing to attend ha Annual Garrard 
Mee*ng neat notify tiieir intenSoti no later than 
12.00 naan an Monday 22 Juno T998 by past to the 
following add mu: Arena Sheffield AB (pufafj, legal 
DoportmaW. f .0. Bax 1 6377. SS-103 27 Stadtooim, 
Sweden or by telephoning +46 f3JB 613 36 48, 
and mwt aba ba registered In tite fat of shareholders 
raolrtcinad by V&depapparsceniretai V9C AS 
(VPC] (The Swedish Central Securities Depository 
and Clearing Organisation) no later Aon Monday 
15 Juno 1990. 

When contacting toe company, shareholder* are 
asked to quote heir none, oddress, Swedish personal 
identifi c ation number and number of shores held. 

Shareholders who hare hod fietr shoes registered 
under a nominee registration must in order to be 
entitled to arertiie fair voting right at the Arawoi 
General Mooting, how registered their shares rn their 
own name wito the VPC by no later hoi Monday 
15 June 1998. 


13. Beaton of board members and cfaputy board 
members. 


14. Determinoiton of the number and eledion of 
auditor* and deputy auditor*.' 

15. Closing of lha meeting, 


The (slowing matters shal idea place at the Annual 

1 u^iLm, 

vonaroi /wraung. 


1. Opening of the meeting. 

2. Section of a chairman For the meeting. 

3. Approval af tite agenda. 

A. Compddton and approved of the voting tot. 

5. Section af two members to verify tie minutes. 

6. Confirmation tint the meeting has bean 
duly conwned. 


7,a] Pre sentati o n of tin Annud Report end tin 

Consolidated Ftnancto! Statements. 


I in Emm me tore rw i 
MSmriMM'rtra'pqm 
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RIGHT TO PARTICIPATE IN THE MEETING 
Participation in Swedish Match's Extraordinary General 
Meeting is limired to shareholders who are recorded in the 
shore register op June 26, 1998 and who advise Swedish 
Match of their intention to participate no later than 4:00 
p.m. (Swedish local rime) on July 3, 1998. 


By order of the Board of Swedish March AB 
Bo Aulin, Secretary of tbe Board 
Swedish Match AB (publl 
SE-1 1 S 85 Stockholm. Sweden 
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Swedish Match 


ibpgnMtohMaeaPaareen T*>m 

H ICC hf Erenr re« . a re — i n Mi l i 


- CEO's odebess 

- &iesttons to ihe Board and 
Group Management 

b) herentafian of tile Au& Report and tile Audit 
teport for the Group. 

B. Resolutions regarding 

a, adoption of the beam* Statement ond 
flolmce Sheet and the Coni o fafated hcoreo 
5we»nent ond ComoJtdefod Bolster Sheet, 

b. treatment of company profits in accordance 

wtih fa adopted Bakm Sheet , 

t dudxjrgo from Itob&y fw ti>e Memben of 
tiw Board and the President. 

9. Resolution wgadtog a m end m ent of tiwottidas 
af association, §6 pcvagrqdi I. number of 
board member s . 

10. Detijnninatigu af the number af board members 
and deputy board members to be elected by tite 
meeting. 

11. Ratification af the boon! he. 

12. Ratification of he audit Fee. 


PROPOSALS 

Shareholders re{xaienting around 56% of the total 

shores in Avesto Sheffield AB have reported iheir 

intention to present the following proposals at the 

Annual General Meeting: 

2. propose to elect as dtairmcm of ihe meeting, the 
vice chairman of the Board, Bemt Magnuuon, 

9. tim artides of assotiwton, §6 paragraph I, 
should be amended to reod 'The board of 
directors shall consist of a mmimum of five and 
o maximum of ten members with a maximum 
of two deputy members'. (Present wooing Is 
"The board of drectars shall consist of a mmimum 
orseven cmd a maximum of tan members witii a 
mmAtwmi of five deptey members). The remaining 
§6 shal be unchanged. 

10. propose that the number of ordinary board 
members shefl be six {reduction of two) and tiiat 
no deputy shal be elected (reduction of one), 

11. propose that tite bored fee for dl boord members 

(witii too exception of tite CEO) should be 
SBC 1.150.000 (1.275.000). 

13. propose to elect as ordinary bored members 
Beret Mognusson, John McOowall. Jacob 
Wmsjtorna, Sfcrort Ptetifcr, Jcftm ttermodu and 
Peter Wheeler, (a II reelected). Ulf G Undtiit. and 
Maynard landibwy will not reek reflection, 

14. propose that tin number of auditors shall ba two 
F“wwiged) and toe number of deputy oudUcn 
tool bo taro (unchanged) and to propose to 
•too raouditem Berta &&md (r»«lectod) and 
Mrtti ‘Win (new] and as dsptfy auditors Robert 
Barnden and Start Hakaniwn (redacted), 

all Ohrimgs Coopers &LybrandAB. 
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Skoda Plzen, the Czech Repubflc's biggest engineering com- 
pany, has agreed to sefl Its Tatra truckmaking subsidiary to an 
unnamed US Investment company. The planned sale should 
ease Tatra’s est ima ted Kc3bn ($91 m) in bank loans. 

Skoda Plzen bought 43.5 per cent of the loss-making heavy 
truckmaker in 1996 for Kc450m. It said it would not lose 
money on the sale. Last year Skoda restored Tatra to a mod- 
est profit of Kc80m on sales of Kc6.7bn and this year the 
company expect s a profit of Kc300m. 

Robert Anderson, Prague 
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DIVIDEND 


Ttaboftdprepoaa a dividend af SK } jQO pafm 
and toot 9w record day wil bu 30 June 1998. 
frovidad tool ti» AGM dud do bt occor dre ia) writ 
J^Bw^propwal. ihe dMdmd wil be paid on 


aodsbobi, June 1990 
Tite Board 
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!.™™.9iiI:9.!rii OURT DEAL ends dispute 

Suzuki agrees 
settlement 
over Maruti 


By Marie Mchotsoi In New Delhi 

Suzuki, the Japanese 
carmaker, and the Indian 
government have settled out 
of court a bitter 10-month-old 
dispute over the manage- 
ment of Maruti, India’s big- 
gest carmaker in which each 
holds an equal share. 

India’s industry ministry 
said yesterday the two sides 
had signed a memorandum 
of understanding governing 
the appointment of Maruti’a 
managing director, agreeing 
to leave in place S.S.UJ 
Bhaskarudu, Delhi's dis- 
puted appointee, until 
December 81 next year, after 
which a Suzuki appointee 
would take over. 

Sikander Bakht, industry 
minister, said Suzuki had 
agreed to withdraw arbitra- 
tion proceedings invoked 
last September in London to 
resolve the dispute, which 
flared np last August on Mr 
Bhaskarudu's appointment. 
Suzuki claimed at the Hm» jt 
had not been consulted on 


Swire Pacific 
rating reviewed 


By John Rkhftng to Hong Knag 

Swire Pacific yesterday 
became the latest Hong 
Kong blue-chip to have its 
credit rating reviewed by 
Moody’s, underlining con- 
cerns about prospects far the 
territory's economy and its 
property sector in particular. 

The US ratings agency 
said the review for possible 
downgrade, which concerns 
about US$lbn In securities, 
reflected Swire's shift from a 
diversified conglomerate to a 
company more reliant on 
property development 

"This greater dependence 
on p r op er ty income, result- 
ing from the weak perfor- 
mance of its aviation and 
industrial businesses . . . may 
increase the volatility of 
Swire's financial position," 
said Moody's. It cited the 
"severe downturn” in the 
Hong Kong property market 
as a "rating concern”. 

Swire Pacific said its 
financial position remained 
strong, with gearing of 14 
per cent **We have a good 
debt profile, adequate funds 
and open credit lines,” it 
said. 

Standard & Poor's, another 

rating agency, recently 
affirmed the group's rating. 

Shares in Swire Pacific, 
controlled by John Swire & 
Sens, a privately-owned UK 
company, dropped 1-14 per 
cent to close at HK$25.95 
after the announcement 

Swire shares have fallen 
more than 40 per cent from 
their high of HK$4T in 
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March. Investors' concerns 
have centred on the . impact 
of Hong Kong’s blowing 
economy on the group’s 
propert y , bottling and avia- 
tion businesses, particularly 
Cathay Pacific, the airhne In 
which Swire Pacific holds a 
44 per cent stake. Cathay’s 
passenger volumes have 
shrunk rapidly in the 
regional economic crisis. 

The review concerns the 
AS ratings on the company’s 
senior global notes and on 
the guaranteed eurobonds 
Issued by Swire Pacific 
Finance International The 
Baal ratings on the group’s 
perpetual guaranteed subor- 
dinated capital securities are 
also under review. 

A growing number of 
Hong Kong blue-chips have 
had their ratings reviewed 
by Moody’s: last week, 
Wharf (Holdings) had the 
rating cm its guaranteed debt 
reduced from Baal to BaaS. 


China fund buys 
$370m property 


By Louise Lucas In Hong tong 

Brooke Hillier Parker, the 
International property con- 
sultancy, has secured a 
US$37Qm multi-use develop- 
ment in Shenzhen as the 
anchor investment for its 
pioneering China-focused 
property fond. 

The company launched its 
fund to give western inves- 
tors access to the hlgh-yleldr 
tag rihirm property market 
“Despite the rapid pace of 
development, commercial 
rental yields in Ch in a are 
still among the highest in 
the world," said David 
Faulkner, a director of 

Brooke Hillier Parker. 

He said the fund’s prot- 
ected internal rate of return 
was more than 20 per cent a 
year, compared with 10 per 
cent to 12 per cent in mature 
property markets such as 
the UK, although investors 


were deterred by poor trans- 
parency and a lade of under- 
standing of the market 

Brooke Hillier Parker’s 
fond Is modelled on the 
structure of US real estate 
investment trusts (Beits) - 
although without the tax 
concessions - and is a spe- 
cial purpose vehicle set up to 
acquire projects. 

Funds are being raised 
from institutional investors, 
with USBSSOm targeted Ini- 
tially for the US and Europe. 
About six projects are likely 
to fallow and these will be 
chosen from IE cities in 
nhfrna fa. the next three to 
five years. 

Mr Faulkner said funda- 
mentals in Shenzhen, across 
the border from Hong Kong, 
were good because of Its 
strong infrastructure links 
with the territory, high liv- 
ing standards and relatively 
low taxes. 
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CP Group plans consolidation 


his appointment- and that tt 
found the Indian govern- 
ment’s choice “un sui table?’. 

"A patch-up is always nec- 
essary between joint-venture 
partners if they can’t see eye 
to eye,” said Mr Bakht The 
deal "was essential far the 
very survival of Maruti," he 
added, noting that several 
foreign and Indian car- 
makers planned soon to 
launch rivals to Mamti’s 
best-selling BOOcc compact 
model 

The settlement ends a 
debilitating dispute far the 
carmaker, which holds more 
than 80 per «*nt of India’s 
passenger car market The 
dispute had overshadowed 
its fixture Investment plans, 
with Suzuki saying this had 
threatened its ability to com- 
pete in India’s increasingly 
competitive car market 

Suzuki bad suggested that 
a protracted stand-off might 
jeopardise its willin gness to 
develop new models far the 
Indian company, which it 
formed with the government 




By Ted Bantacka in Bangkok 

CP Group, the Thai 
conglomerate with interests 
ranging from agriculture to 
telecommunications, said 
yesterday tt was consolidat- 
ing all its Thai-based agro- 
industry and aquaculture 
businesses into a single 
listed entity. Charoen Pok- 
phanri FeedmUL 
The merger, via a Share 
swap of four listed and nine 
privately-held affiliates will 
create one of Asia's largest 
producers of poultry, swine, 
duck, frw en shrimp and ani- 
mal feed, the company said. 


Combined assets will be 
nearly Slbn, with annual 
sales of more than $U25hn. 
In terms of market capitalis- 
ation, CPF would be one of 
the fap 20 companies on the 
Stock Exchange of Thailand, 
the company added. 

CP Group has been consol- 
idating rapidly, with its 
investments in China, Indon- 
esia and Thailand under 
pressure from the regional 
economic downturn. A num- 
ber of CP Group companies 
are engaged in negotiations 
to restructure foreign debts. 

Since the start of the year 
the company has sold some 


of its Chinese motorcycle 
operations and its Thai- 
based hypermarket chain, 
Lotus. It also merged its 
loss-making cable television 
operations with its biggest 
competitor. 

CPF said it would divest 
all non-core businesses and 
that it had signed a non- 
competing agreement with 
CP Group in anim al and 
animal-feed production. 

Few investors have 
become involved with CP 
Group's agro-industry com- 
panies because of the com- 
plex cross-ownership, but 
one analyst said consolida- 


tion may lead thpm to tefca 
another look. 

CPF wQl purchase 94 per 
cent, 82 per cent and 91 per 
cent of listed companies 
Bangkok Agro-Industrial 
Products. Bangkok Produce 
Merchandising and Charoen 
Pokphand Northeastern via 
a share swap in which CPF 
will issue 43.5m new shares. 

It will also sell 60m war- 
rants to CP Group for Btibn 
($23m) and sell 50m addi- 
tional new shares in a pri- 
vate placement, for which 
Phatra Securities and Merrill 
Lynch. Its majority owner, 
are Joint underwriters. 



Indonesia reviews power deals 


Tomworic datf was 'MMNitbd -tor vwy survival of Marutf 


in the eaziy 1980s as the first 
foreign carmaker to enter 
India. 

Mr Rfllrht to]d parliament 
the agreement would lead to 
jagdish Ehattar, a Suzuki 
board nominee, replacing Mr 
Bhaskarudu at the expiry of 
his current term. 

“Thereafter,” the minister 
said, “all appointments of 
chai rman and managing 
director by either the 
government of India or SMC 
[Suzuki Motor Corporation] 
will be only in consultation 


and with the concurrence 
of the other party.” 

He also said Toshlo Sazto 
of Suzuki would take over as 
chairman of Maruti from 
today, replacing PrabhirSen- 
gubta, a senior Indian 
bureaucrat. 

Indian industry sources 
suggested a resolution of the 
dispute could clear the way 
for a public offering of 
Maruti shares, which bag 
been privately considered by 
the Bharatiya Janata Party- 
led government 


By Sander Thomas in Jakarta 

Indonesia's power utility 
yesterday said it wanted to 
renegotiate multi -billion dol- 
lar projects with Siemens, 
General Electric, Mitsui and 
other investors. The move 
comes economic crisis 
and a herfriwgh against the 
business partners of the 
Suharto family. 

Mrs Endang Soemanto, 
corporate secretary of PLN, 
the state-owned power util- 
ity, said the company 
piarmwi to ask for renegotia- 
tion of power purchase con- 


tracts with two consortia of 
investors, Paiton I and II, 
which together pledged more 
than $4hn. 

Mr Djlteng Marsudi, presi- 
dent director of PLN, said 
his company had annulled 
one power purchase contract 
with a cousin of farmer pres- 
ident Suharto and would 
stop taking power from an 
Australian venture with Mr 
Suharto's daughter. He said 
the $L7bn Paiton Q project, 
led by Siemens of Germany, 
could be at risk unless terms 
were renegotiated. Both Pai- 
ton I and H have relatives 


of Mr Suharto as partners. 

Many of Indonesia's 26 
independent power projects 
were deemed unnecessary 
because of looming over-sup- 
ply and because the collapse 
of the rupiah has rendered 
the dollar -den omtaated con- 
tracts hugely unprofitable 
for loss-making PLN. 

The future of Siemens’ Pai- 
ton project would be a test of 
the security of foreign 
investment contracts in 
Indonesia. “We have a valid 
contract and we expect it to 
be honoured,” a Siemens 
spokesman in Germany said. 


Siemens owns 50 per cent 
of the plant, PowetGen owns 
35 per cent and 15 per cent is 
held by a company con- 
trolled by a son of Mr 
Suharto. 

Another project at stake is 
Paiton L a $2.6bn coal-fired 
plant of similar size to Pai- 
ton fi. Paiton I Is 40 per cent 
owned by Mission Energy 
and 32J> per cent by Mitsui 
of Japan. General Electric, 
Trans Canada Pipelines and 
Batu Hitam Perkasa of 
Indonesia, partly owned by a 
Suharto family member, 
hold minority shares. 
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In today's marketplace, it is not what you say that counts - it is what you do. And at Barclays Capital, we believe that our 
transactions speak volumes about us. Not just about our strong distribution, but about our US$ 350 billion balance sheet, our AA 
credit rating and our ability to devise focused integrated solutions for our clients. In the first 5 months of 1998, Barclays Capital has 
lead-managed 62 transactions totalling some US$ 16.3 billion, including Australian Dollars, Deutschmarks, EUROs, French Francs, 

• Greek Drachma, Italian Lira, US Dollars and Yen. Indeed, Barclays Capital acted as the first European bookrunner for a Global Yen 
transaction, reopened the Australian Dollar FRN market and launched the first Upper Tier 2 transaction for an Italian bank. That is 
in addition to being the number one bookrunner in Sterling * 
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COMPANIES & FINANCE: EUROPE 


A crude approach to refining the oil industry 

Saga Petroleum chief is not afraid to restructure despite Norway’s paternalistic stance towards workers, says Tim Burt 


FINANCIAL TIMFS TUESDAY JUNE 9 199S 


Fresenius to 
buy P&U arm 


D iderik Schnitier is 
mostly charming. But 
the new chief executive 
or Saga Petroleum. Norway's 
largest Independent oil 
explorer, can also be brutal. 

Setting out his strategy for 
Saga, the former engineer 
and one-time industry minis- 
ter pauses suddenly; “I win 
tell you certain things, but if 
you report it I will kill you." 

Mr Schnitier. who took 
control at Saga last month 
after being headhunted from 
Kvaerner, the Anglo-Norwe* 
gian engineering and ship- 
building group, does not 
regard himself as a company- 
doctor. But that is more or 
less his job description. 

Although Saga boasts 
some very lucrative assets in 
the North Sea and a promis- 
ing presence in Libya, its 
vulnerability has been cm- . 
elly exposed by the recent 
decline in oil prices. 

Unveiling his first results 
as chief executive, Mr Schni- 
tler recently described 
Saga’s performance in the 
first three months of this 
year as "lousy", with operat- 
ing profits sliding 55 per cent 
bom NKrl.38bn to NKrSlSm 
($S3m). 

Most of the decline was 
due to prices which fell, year 


turn and vowed to outsource 
non-core functions such as 
information technology and 
office services. 

Given Saga's NKr9.l9bn 
sales last year, such moves 
appear little more than tin- 
kering with overheads. But 
in Norway, a country that 
expects its industry to 
behave in a rather paternal- 
istic way to employees, it 
has been controversial. 

“For the first time in our 
history, we had demonstra- 
tions by protesting staff," 
says one senior Saga official. 

Mr Schnitier, a veteran of 
battles with shipyard work- 
ers of Go van In Scotland and 
Rostock in eastern Germany, 
is undeterred. "We have to 
refocus. This Is not just 
about changing the manage- 
ment, but adjusting to differ- 
ent market conditions," he 
says. 

While he is reluctant to 
criticise previous manage- 
ment, he makes it clear Saga 
will not embark on the sort 
of expansion which. In 1996. 
saw it pay $l-23bn for Santa 
Fe Exploration, the UK 
North Sea oil and gas com- 
pany formerly owned by the 
Kuwait Petroleum Corpora- 
tion. 

Santa Fe Included some 


Saga: the past five years 
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By Andrew Esher h Frankfurt 

and Tkn Burt in Stockholm 
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the deal - priced when oil 
was selling at about $20 a 
barrel - especially as some 
of the Santa Fe licences are 
earmarked for disposal 
“We are not pl anning new 
acquisitions." says Mr Schni- 
tier diplomatically. "We 
have set our sights on oil 
output of 300.000 barrels a 


the North Sea. Libya and 
Angola. However, Saga 
needs to trim its cost struc- 
ture in its existing areas to 
maximise returns on the 
NKrl5bn-NKr20bn invest- 
ment programme planned 
for the next eight years. 

It must also reduce its 
overwhelming dependence 


results. "To turn round our 
operating line, we have to 


cost up to NKTLSbn in lost 
revenue," says one Saga offi- 


place mare emphasis on our. rial. "If it must be post- 


day and 10m cubic metres of on oil production. The corn- 


on year, from an average of attractive assets, most nota- 


S19JS0 a barrel to $13.50. 

Even before the figures 
were published, however, Mr 
Schnitier had decided to act 
He announced plans to sell 
exploration licences worth 
up to NKrSOOm and reduce 
the group's exploration bud- 
get by NKr300m. 

He also unveiled a new 
senior management struc- 


bly the Britannia gas field. 
But most analysts believe 
Saga overpaid. 

The biggest problem for 
Saga will be to justify paying 
top dollar for Santa Fe. and 
to demonstrate that assets 
will enhance profitability," 
says one. 

Questions certainly 
remain over the timing of 


gas; Saga could get there by 
buying market share, but it 
will not do so." 

Instead. Saga is to maxim- 
ise output from existing 
fields and focus on four core 
areas of the world: the UK 
and Norwegian shelves in 


pany has a target of 50-50 
output from oil and gas 
within 10 years, but new gas 
fields such as Britannia will 
have to be unqualified suc- 
cesses to achieve that 
Mr Schnitier is fully aware 
of the need to produce 


most promising areas." 

Britannia aside. Saga’s 
most important prospect is 
Snorre B, the field off the 
west coast of Norway, due to 
come on stream in 2001 with 
a production of 100.000 bar- 
rels a day. 

Output from Snorre B has 
been delayed by government 
moves to postpone new pro- 
jects in an attempt to pre- 
vent the economy overheat- 
ing and preserve the 
country’s natural resources. 

"A two-year delay could 


poned, we hope it will be no 
mare than 10 months." 

Mr Schnitier is a little 
more sanguine. Recalling his 
shipbuilding days, he points 
out that it can take several 
years to realise any payback 
on oil and gas investments. 

"This business is not like 
building and delivering a 
ship. We are making a start 
on changing things; but the 
benefits may not be visible 
for a long time,” he says. 
"You can report that, and 1 
will not kill you." 


Fresenius, the fast-growing 
German healthcare com- 
pany, will nearly double its 
foreign sales in the pharma- 
ceuticals sector by purchas- 
ing the international infu- 
sion nutrition business of 
Pharmacia & Upjohn for 
more than DMTOOm (S395m). 

The deal is the latest in a 
series of foreign acquisitions 
and mergers by German 
companies keen to increase 

their global presence as com- 
petition intensifies. 

The activities being 
bought by Fresenius from 
the Swedlsh-US company 

had a turnover equivalent to 
about DM540m last year. 

Georg Erick, chairman of 
Fresenius, declined to give a 
price but said it was between 
U3 and L8 Mims the annual 
sales of the activities being 
bought 

Fresenios’s pharmaceuti- 
cal division had »mnnal sales 


The company, which had 
DM7.-U>bn turnover In 1W7. 
said the deal would increase 
its European sales and mar- 
keting network. Mr Krick 
said the acquisition would 
probably be financed In part 
through bank loans. He 
ruled out a capital Increase. 

Pharmacia & Upjohn said 
the disposal marked the lat- 
est stage of the restructuring 
led by Fred Hassan. the chief 
executive recruited from 
American Home Products 
last year, to overhaul the 
group. 

"The sale of the nutrition 
business represents an 
important step in our strat- 
egy to sharpen the focus on 
our core, higher margin pre- 
scription pharmaceutical 
business." Mr Hassan said. 
Last year, the group took a 
$343m fourth-quarter charge 
to cover such restructuring. 

The disposal, which 
excludes Pharmacia ’s nutri- 
tion operations in Germany 
for anti-trust reasons, is 
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of DMl.ibn last year, of expected to have a neutral 
which DM580m was outside Impact on P&LTs 1998 earn- 


Germany. The division's 
activities mainly comprise 
infusion products - taken 
intravenously or through the 
gastro-intestmal tract - to 
provide fluids for nutrition 
and blood volume expansion. 


ings and to be modestly 
enhancing thereafter. 

In Stockholm yesterday, 
P&U shares rose SKrl to 
SKr336, while in Frankfurt 
Fresenius shares gained 
OM5 to DM385. 


Belgium rejects 
ABN Amr o’s 

claims over bid 


By Ncfl Buckley bi Brussels and 
Gordon Cramb fa Amsterdam 

Belgium yesterday defended 
itself against charges that 
crude nationalism and 
bureaucratic failings had 
helped Fortis. the Belgo- 
Dutch financial group, win 
the multi-billion dollar bid- 
ding war for G6n6rale de 
Banque, thwarting a rival 
bid from ABN Amro of the 
Netherlands. 

The Banking and Finance 
Commission, the financial 
regulator, hit back at claims 
by Jan Kalff, ABN Amro 
chairman, that it was in 
"terra incognita" and had 
not provided a “level playing 
field" for the competing bids. 

ABN Amro withdrew its 
Sl2.2bn bid for Belgium's 
biggest bank on Saturday, 
after Fortis raised its bid to 
S13bn and Generate directors 
triggered a “poison pill" 
defence handing an extra 10 
per cent of the bank to 
Fortis. 

Mr Kalff said afterwards 
that Belgium had preferred a 
"Belgian solution” and 
accused the financial regula- 
tor or slowness in clarifying 
the rules of the bidding war. 

Jcan-Louis Dupiat. chair- 
man uf the banking commis- 
sion. insisted that Belgium 
had a fully functioning take- 
over code and his commis- 
sion had been “unfairly 
judged" by ABN Amro. He 
said GenOrale's board had 
ful lowed ail necessary proce- 
dures in using Us poison pill. 


VOLKSWAGEN AG 

Wolfsburg 

Payment of Dividend 

Notice is hereby given to shareholders that following a resolution 
passed at the Annual General Meeting of shareholders held on 
«tth June, 1998, a dividend for the financial year ended 
3 1 st December, 1 997 will be pa id. as from 5th June, 1 998 a t the rate 
of DM 12.00 per ordinary share of DM 50 nominal value 
aganst presentation of coupon No 38 and DM 13.00 per e&grble 
preferred share of DM 50 nominal value aganst presentation of 
coupon No. 13. 

All payments will be subtea to a deduction of German tax at a rate 
of 25 per cent and a 'solidarity contribution' of 5.5 per cent, on this 
amount and. in the absence of evidence as to the recipient's 
non-residence in the United Kingdom. 3 further deduction of United 
Kingdom Income tax at a rate of 5 per cent 

Coupons should be lodged with; 

SBC Warburg Dillon Read 
Corporate Actions 
Swiss Bank House 
1 High Timber Strew 
London EC4V 3SB 

from whom appropriate claim fauns can be obtained. 

Coupons will be paid at the rate of exchange on the day of 
presentation. 

Under certain conditions, shareholders residing in the United 
Kingdom can claim 3 partial refund of the deducted German tax and . 
the 'solidarity contribution' in accordance with the double taxation 
treaty between the United Kingdom and Germany, The German tax 
and the 'soManty contribution' are chargeable in accordance with 
ifui treaty is treated as a credit and can be set against the income 
tax liability of a shareholder resident m the United Kingdom. The 
Company's United Kingdom paying agent will, upon request, provide 
shareholders or their agents with die appropriate form to enable a 
refund request to be made to the German taxation authorities. 


Maurice Lippens, Fortis’s 
Belgian co-chairman, told 
Belgian media on Sunday 
that ABN Amro should have 
spent more time studying 
Belgium's takeover rules 
before launching Its bid - 
although he admitted the sit- 
uation was "unclear". 

ABN Amro made clear yes- 
terday it would not seek to 
challenge the outcome of the 
bidding battle, or recover 
costs, by launching a law- 
suit “We have closed the 
file," said Jules Prast, a ; 
vice-president 

He said ABN Amro still 
saw itself as big enough to 
make its own way in a 
single-currency Europe. It 
would continue searching 
for acquisitions but was not 
contemplating a merger with 
a larger institution. 

There is no thought what- 
soever to giving up our inde- 
pendence or seeking a part- 
ner," Mr Prast said in 
response to analysts' sugges- 
tions that a group such as 
Deutsche Bank might be 
Interested in a tie-up. 

ABN Amro's shares rose 
FI 1 to FT -19 in Amsterdam, 
amid relief that it had not 
raised its bid. Generale de 
Banque shares dropped 
BFrl.375 to BFriri.300, while 
shares in Fortis AG dropped 
BFr535 to BFr9,940. 

Fortis group was advised 
by Morgan Stanley Dean 
Witter, with its Belgian arm 
advised by J. P. Morgan. 
ABN Amro’s adviser was 
Merrill Lynch. 
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From Pendle HiU, Gerry Fitzpatrick can look down on 
the Rolls-Royce plant in the Pennine®. Here, Gerry 
and his colleagues revolutionised jet engine technology 
by making engine fan blades stronger yet lighter. This 
technology was first launched on Boeing planes and- 
when you fly a Boeing 7/7 today, you can thank Gerry’s 
team for the smooth but powerful take-off. Boeing has 

zrs7s.boebtg.cmi 


been working with European experts like Gerry and 
their companies for over 30 years. For one simple 
reason: we want to work with people who are best at 
what they do. Of course, building an airplane is a 
massive enterprise. It takes teamwork on a grand scale. 
Many individuals, many companies, many countries. 
But working together, we can do almost anything. 


Wolfsburg, June 1998 


The Board of Managamant 
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COMPANIES & FINANCE: UK 


Concentration on Zen is at the expense of yen 


Siebe’s fight for Nemic-Lambda is the battle for the soul 
of Japan’s industry in microcosm, says Paul Abrahams 


R flrihir o Madarame, the 
president and founder 
of Nemic-Lambda who 
is battling with Siebe of the 
UK for control of his com- 
pany, sits in his office 
beneath an unusually large 
kamidana Japanese R^rine. 

This is appropriate, consid- 
ering his corporate philoso- 
phy is based on Buddhism. 
To clarify, he boots ujp a 
computer program he wrote 
himself and the huge Fujitsu 
screen behind him fiachaq 
np an eclectic mixture of 
selections from Shakespeare, 
excerpts from the sayings of 
Buddha, and quotes from 
The Twilight Zone, the US 
television series. 

Mr Madarame's unusual 
management philosophy is 
one of the reasons be is 
fighting for his corporate 
life. Siebe, which has a 
majority stake, plans to oust 
him from the board at the 
annual meeting on June 25. 
To prevent this, Mr Madar- 
ame is planning a big share 
placing on June 15 that 
would dilute Siebe’s holding 
to 38 per cent 
In many ways the struggle 
encapsulates the changes 
sweeping corporate Japan. 
Mr Madarame plays on fears 
that foreigners are taking 
control of swathes of the 
country’s industrial and 
financial economy. He 
insists Siebe does not under- 
stand the importance of bal- 
ancing the needs of share- 
holders with those of 
employees, suppliers, cus- 
tomers, the environment and 
the community. 

Siebe, for its part, makes 
the same complaint as many 
foreign fund managers about 
Japanese companies. It says 
Nemic-Lambda's manage- 
ment ignores shareholder 
Interests, consistently 
destroys value, and in a 
court action has alleged 
financial misconduct. In 
microcosm, the battle for 
Nemic-Lambda is a battle for 
the soul of Japan’s industry 


- between western capital- 
ism and traditional manage- 
ment techniques based on 
relationships rather than 
merely profits. 

In some respects, Siebe’s 
case appears compelling- It 
argues that Mr Madarame 
has failed to make the tran- 
sition from private owner to 
president of a group quoted 
on the first section of the 
Tokyo Stock Brahang n 

Siebe alleges excessive and 
wasteful hospitality at Nem- 
ic-Lambda. Mr Madarame 
bas spent hundreds of mil- 
lions of yen on a party at the 
Imperial Hotel grand ball- 
room and a firework display 
for friends and customers 
near the company's factory. 
For the party, senior manag- 
ers were forced to prepare 
dance routines from early 
rooming to midnight Siebe 
says an aggregate 10,000 
hours of management thru* 
were wasted in this way. 

This sort of management 
style, says Siebe, is behind 
Nemic-Lambda's poor finan- 
cial performance. Last year’s 
consolidated earnings per 
share at Y5534 were margin- 
ally up an the 1997 financial 
year, but nearly 50 per cent 
of those in 199a 

The shares have fallen 66 
per cent since May 1996, 
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underperforming the first 
section of the Tokyo index 
by mare than 50 per cent 

Equally seriously, Siebe 
alleges in the court case that 
Mr Madarame hac confliged 
private with company funds. 
It says he used space at four 
of Nemic-Lambda’s sites to 
provide office and storage, 
space far Nemican, a private 
company cf which he holds a 
90 per cent Furthermore, it 
maintains Mr Madarame 
used company money to fly 
his wife, daughter and 
grand d ang htw to one 
of Haw aiian inlands In 
the past two years alone, tt 
alleges Mr Madarame bene- 
fited to the tune of YGSm. 

The ebullient Nemic- 
Lambda founder concedes he 
has made mistakes. He 
admits the flights to Maui 
were paid by Nemic-Lambda, 
but insists such trips are 
common practice in Japan, 
and were justified, as the 
company had been celebrat- 
ing its 25th anniversary. As 
for Nemicon using Nemlo- 
Lambda's offices unpaid, he 
says the space was unused 
and there were potential 
synergies. Most importantly, 
he disputes the figures, 
insisting what he calls the 
“oversights" came to just 
Y2.74m (&&500X an amount 


he is mare than happy to 
pay back. This is the figure 
so far uncovered by the stat- 
utory auditors. Siebe is 
unhappy with their investi- 
gation so far and has joined 
them as plaintiffs in the 
action. Mr Madarame says 
the allegations are an excuse 
to get rid of Mm. so Siebe 
can take full management 
control He says Siebe told 
him in February of a plan 
called Project Jane, aimed at 
consolidating the UK compa- 
ny's operations in Japan. 
These include Nemic- 
Lambda, Foxboro Japan, 
APV Japan, and Banco 
Japan. 

The new company, in 
which Siebe would have 
maintained majority control 
was intended to be a leader 
in the Japanese controls and 
automation business. In the 
last financial year, the com- 
bined group would have had 
sales of YSSbn, pre-tax prof- 
its of Y7.9hn, net assets of 
Y59bn, liquid assets - 
mostly cash - of Y19hn, and 
3,460 employees. Cost 
savings, through reduced 
overheads and administra- 
tive expenses, could be large, 
while there were also poten- 
tial synergies in distribution. 

Mr Madarame says Siebe 
wants to oust him because 
he intended to block the 
plan - which he considered 
illegal and against Tokyo 
Stock Exchange rules. Siebe 


insists Project Jane has 
nothing to do with its desire 
to remove Mr Madarame. 
The outcome depends on 
whether Mr Madaram e man- 
ages to issue 6.5m new 
shares to friendly third par- 
ties, diluting Siebe 's stake. 
Siebe has asked the courts 
for a restraining order, argu- 
ing the allotment is illegal. 

Mr Madarame insis ts the 
new shares are needed to 
raise Y9.75bn for two new 
products, a super-capacitor 
and a transformer, for which 
the company cannot raise 
Y9.5hn in bank loans, given 
its Y27bn asset base. In addi- 
tion. says Michio Tsuchiya. 
director in charge of finance, 
the company wants to mam- 
tain its independence. 

Siebe says the business 
plan Involving the two prod- 
ucts Is a concoction. Mem- 
bers. of Nemic-Lambda's 
board from Siebe only heard 
about it in May. And even if 
the projects were real, there 
would be no need to raise so 
much money so fast. The 
judges are bearing evidence 
this week, and must decide 
by Monday, when the shares 
are to be allocated. 

Mr Madarame says these 
are dark days for him and 
the company be founded 28 
years ago. But he is 
undaunted, quoting Buddha; 
“If you believe in yourself, 
you can be the light in the 
dark." 
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Nemic 

employees 

support 

directors 


By Alexandra Harney 
in Tokyo 

More than half the 400 
employees of Nemic-Lambda, 
the leading electronic switch 
manufacturer, yesterday 
backed the condemnation by 
two directors of Riklhiro 
Madarame, the company's 
founder and president. 

The show of opposition 
Increases pressure on Mr 
Madarame to resign amid 
allegations of misuse of com- 
pany funds and facilities. 

The demonstration marks 
the first time employees at 
the company, which is 50.6 
per cent owned by Siebe, the 
UK electronics company, 
have joined the dispute over 
Mr Madarame’s leadership. 

Hironari Yamada, general 
manager of the product divi- 
sion, and Hiroyuki Yasubiro. 
general manager of the 
alpha division, demanded 
last Week that Mr Mortaremi* 
step down. They are believed 
to have fled the country. 

The employees’ protest 
took place in a wedding ban- 
quet hall in Nagaoka. a 
small city north-west of 
Tokyo. Security guards in 
bine suits watched as 200 
factory workers, mostly in 
jeans and shirtsleeves, gath- 
ered to give testimony to 
their common grievances. 

Mr Yamada. speaking to 
the meeting by phone, urged 
the employees group to vote 
against Mr Madarame. 
Employees said they were 
not properly compensated 
for overtime, that female 
employees were asked to 
resign or accept part-time 
positions when they mar- 
ried, and that some had suf- 
fered sexual harassment 

Other allegations included 
that senior executives were 
forced to buy Y500.000 of 
wigs to wear during a show 
last December, and that Mr 
Madarame spent Y200m 
($1.43m) on a fireworks 
party. 
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Lonrho 
Africa 
may face 
difficult 
break-up 

By Andrew EdgecBffe-Johnson 


peculation increased 
ssterday that Lonrho Africa 
lay face a complicated 
reak-up, driven either by 
atside investors linked to 
eorge Soros or by its own 
umagemeni 

Plantation & General the 
frican investment group 
ratrolled by the former 
oros fund manager Nick 
odlti, ruled out a bid for 
le £125m ($205m) trading 
xoapany yesterday, but said 
may be interested in Lon- 
30 Africa’s agricultural 
ns in esses, which include 
itton ginneries and timber 
aerations. 

It is believed that the 
with African hotels group 
authern Sun bas examined 
onrho Africa's hotels and 
lat McCarthy Retail, the 
Duth African motors and 
irnit ure group, would be 
iterested in Lonrho Motors. 
Lonrho Africa would not 
lie out the idea of selling 
>me of its businesses, say- 
ig: “We have a new board, 
hey are looking at the 
sets and at how to maxim- 
s' value. That process is 
oder way." 

Blakeney Management, 
ie fond manager, confirmed 
leanwhile that, although it 
id not assembled any bid- 
ing consortium, it was 
j n o taring the “investment 
grits" of Lonrho Africa and 
[ its former parent com- 
my, Lonrho. 

Mr Soros has no stake In 
lakeney, which has 
ivested $30Qm in 125 Afri- 
in and Middle Eastern com- 
mies, but Blakeney direc- 
irs Miles Morland and Joe 
emby are directors of Afri- 
in Lakes, in which Mr 
jros’s Quantum Emerging 
rowth fund has a 13 P® - 
mt stake. 

Green way Partners, a US 
ivestment group also con- 
seted to Mr Soros, sparked 
ikeover speculation last 
eek by taking a 4 per stake 
i Lonrho Africa- Lonrho 

■ceived approaches for 
irts of Lonrho Africa before 
ie demerger, and analysts 
ive long seen it as a poten- 
al takeover target . 

Tiny Rowland, who spent 
t years at Lonrho’s beta, 
is said that he would be 
fterested in bidding if the 
rare price were to foil, 
ther investors are unaer- 
ood to value. Its assets at 
ist £90m. 


Broker rethinks Brit Biotech valuation 


By Jonathan Guthrie 


Dresdner Kleinwort Benson, 
the broker to. British Bio- 
tech, told investors yester- 
day Us 43p estimate of the 
value of shares in the bio- 
technology company could 
be too high- 

The shares, which have 
been trading at 5Qp to 60p in 
recent weeks, fell 6 per emit 
in response, to 48p. 

The comments from DKB. 


which astonished biotechnol- 
ogy analysts, followed 
reports questioning the effi- 
cacy of marimastat, the anti- 
cancer drug on which the 
company’s future depends. 

Shares in British Biotech, 
once seal as the UK’s lead- 
ing biotechnology company, 
rose above 300p in' 1996. But 
they have traded as low as 
45p since a series of disclo- 
sures in April by Dr Andrew 
Millar, the sacked head of 


research, raised questions 
over the efficacy of drugs 
under development, commer- 
cial strategy and share deal- ; 
ingsby directors. 

It is understood that pre- 
liminary results of a key 
trial of marimastat compiled 
in February show that 
groups of patients taking the 
drug bad a h ig h e r rate of 
mortality than those taking 
Gemzar, an anti-cancer drag 
produced by Eli Lilly, the US 


drag company. One analyst 
said there were now ethical 
grounds for an emergency 
review of trial data to see if 
patients should switch to 
alternative treatments. 

The trials pit marimastat 
against pancreatic cancer, a 
serious and intractable dis- 
ease. They are the last step 
before marketing approval is 
sought from health regula- 
tors. Final results are expec- 
ted before next summer. 


before those from trials of 
the drug against ll other 
types of cancer. 

DKB said it was hard to 
value the shares until these 
results were available. It 
estimated the chances of 
marimastat working at only 
50 pe- cent 

Nick Woolf \ analyst at 
BancAmerica Robertson 
Stephens, the broker, esti- 
mated the value of the 
shares at 40p each. 


In the context of a £1.6bn 
company, an £&8m acquisi- 
tion barely registers- Still, 
shareholders should welcome 
WH Smith's cautious foray 
into the world of electronic 
commerce. The company 
claims it is a template for an 
exciting new business ven- 
ture. Certainly, the familiar- 
ity of WH Smith’s brand 
name should be of value in 
the jungle of the internet. 

Equally, it could be a defen- 
sive move against the likes of 
amazon .com, the US internet 
book retailer, striking into 
the heartlands of UK book 
retailing. This threat is prob- 
ably overstated - high internet access costs and dodgy 
delivery systems will hamper growth. Moreover, those most 
at risk are specialists, not sellers of popular books like WH 
Smith. But the management is right not to be complacent 
about what might yet be a large threat - or opportunity. 

UK newspapers 

Things have been jumpy lately in that backwater of the 
media sector: newspapers. The tabloids are in a stir, editors 
are moving around, a bid is in the wings. None of this 
excitement, culminating in last night's departure of Kelvin 
MacKenzie from Mirror Group, has so far done Lhe compa- 
nies any harm. Meanwhile, the market has fallen out of love 
with the growth stories of the decade, like British Sky 
Broadcasting, Reuters and Reed International. 

Newspaper businesses may be mature but they generate 
strong cash flows and tend to offer good visibility of earn- 
ings. Furthermore, over the past year, they have been the 
beneficiaries of both weaker newsprint prices and buoyant 
advertislsg. This has not gone unnoticed. Newsquest. the 
regional publisher that floated last year, has outperformed 
the market by nearly 10 per cent since January, Daily Mail 
& General Trust has outperformed by 30 per cent, while the 
media sector bas barely kept pace with the market. 

The outlook, though, is less benign- Newsprint prices are 
likely to stabilise this year and possibly start edging up 
again next year. Fears that the advertising cycle has 
reached its peak also threatens the newspaper groups' spot 
in the sun. The Daily Mail group warned last week of a 
slowdown in the growth of recruitment advertising in its 
regional newspapers from a peak level of some 25 per cent a 
year. Other regional are expected to feel the heat too. 


Lucent bids £124m 
for SDX Business 


By Paid Taylor 

Lucent Technologies, the 
US-based telecommunica- 
tions group, has emerged as 
the bidder for SDX Business 
Systems by launching an 
agreed 325p cash bid valuing 
it at £124m ($203mJ. 

Shares in SDX, which also 
announced its interim 
results yesterday, closed 2p 
down at 326V»p. The group 
disclosed on May 8 that it 
had received an approach 
that might lead to a bid. 

The move reflects Lucent's 
desire to exploit the fast- 
growing European market 
for call centres, an area in 
which SDX, which provides 
integrated voice and data 
systems for corporate cli- 


ents, is a market leader. 

Bill O’Shea, Lucent’s presi- 
dent, said: “SIX brings addi- 
tional strength to Lucent in 
certain key products and 
technologies and a valuable 
network of independent 
resellers and distributors." 

The bid came as SDX 
announced a 57 per cent 
Increase in pre-tax profits to 
£2. 93m on turnover up 38 per 
cent to £28. 5m in the six 
months to April 30. 

Maurice Pinto. SDX chair- 
man, said the strong results 
reflected growing corporate 
awareness of the cost benefit 
implications of call centres 
and other systems that com- 
bine voice and data. 

There is also a loan note 
alternative. 


WHS in internet 
service purchase 


By Robert Wright 


WH Smith, the news and 
books retailer, yesterday 
became the first mainstream 
UK retailer to take over an 
internet shopping service 
when it launched a recom- 
mended offer for book- 
shop.co.uk, operator of the 
Internet Bookshop and CD 
Paradise. 

Smith’s offer values book- 
shop.co.uk; which claims to 
be Europe’s largest internet 
bookshop, at £&8m (Jl4.4m), 
or 265p cash per share, a 
huge premium to the inter- 
net retailer's closing price of 
85p on Friday. Another 
£600,000 will be paid to 
options holders. 

Bookshop. co.uk’s shares 
soared 165p to 250p on Of ex. 
the over-the-counter market, 
increasing Its market capi- 
talisation to £& 25 ql Smith’s 
offer is all but bound to sac- 


RESULTS 


ceed because it Is backed by 
shareholders representing 
70.8 per cent of book- 
shop.co.uk’s shares. 

The price is more than 
four times bookshop.co.uk’s 
1997 sales of ga.iam, against 
multiples of less than 1 
times sales typical for con- 
ventional retailers. The com- 
pany lost £406,000 during the 
year. Around half the sales 
were outside the UK. One 
analyst said: “We’re sur- 
prised they paid such a big 
premium." 

Bookshop.co.uk has about 
20 per cent of the UK inter- 
net book market which Is 
worth about £5m a year. Its 
main competitor is Ama- 
zon, com. the large US inter- 
net retailer which has 
recently bought a UK inter- 
net outlet and is the market 
leader. Book sales are among 
the most papular items for 
sale over the internet. 


Electrocomponents 
to expand In Japan 


By Susanna Voyte 


Electrocomponents will 
spend £30m over five years 
launching Japan's first cen- 
tralised distributor of elec- 
tronic, electrical and indus- 
trial components. 

Announcing a 5.2 per cent 
increase in annual pre-tax 
profits to fllSJta ($I94m), 
Robert Lawson, chief execu- 
tive, said yesterday the Japa- 
nese greenfield expansion 
would start by March next 
year. 

The group has spent 
almost five years research- 
ing the market in Japan, and 
Mr Lawson said he was con- 
vinced that businesses there 
were ready to change their 
buying patterns. 

“The scale of change and 
Challenge that is going in 
among Japanese industries 
now is phenomenal.” he 
said. “There is a recognition 


that not everything in Japan 
is necessarily right - and 
they haven't seen this sort of 
service before." 

The group sells through 
catalogues, CD-Roms and its 
recently-launched internet 
site, guaranteeing next-day 
delivery to 1.3m customers 
worldwide. 

The results for the year to 
March 31 were depressed by 
the strength of sterling. At 
constant exchange rates pre- 
tax profits would have 
grown 7.1 per cent to 
£1 19.9m. 

Turnover rose 8.4 per cent 
to £662.4m. Operating profit 
was £1124 against £109 -3m. 
Pre-tax profits were boosted 
by an 87 per cent increase in 
interest receivable to £5Bm. 

The final dividend of &2p 
helps lift the total almost 17 
per cent to 9P and is payable 
from earnings per share of 
189p Cl7.7p>. 
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BCEN-EUROBANK 

The Ordinary Annual General Meeting of the BCEN-EUROBANK, conve n ed by the Executive Board, was held on 
14 May 1998, chaired by Mr. Bernard Dnpuy, Chairman of (he Supervisory Council and m the presence of Mr. 
SoguelAkochenko, Firs Vice Governor, the permanent representative of the Central Bank of Russia. The Annual 
General Meeting a p proved the Report of (he Executive Board and the consolidated and imconaotidtued financial 
statement); for 1997. The expansion of mramuxiiml trade transactions is reflected in these financ ial statements, s 
field in wftrbh the Bank is abfc to draw on its specialised knowledge. Martel activity bas also increased: with the 
nyaqanrr. of in Moscow banking subsi di ary. EVROFTNANCE, the Bank has extended ns role u investment bank to 
the various Russian debt h u ar um e ni s. Prom a financial point of view, total unconsolidated assets amounted to FRF 
1 1.227 billian. compared wiifa FRF 11. IIS bfllian in 1996, after the constitution of comparable provisions for country 
risk. The restructuring of the ex-USSR deb! by the London Chib bas generated substantial movement on the Bank's 
accounts. Pre-tax Twiriif income rose from FRF 171 million in 1996 to FRF 707 million in 1997 (including FRF 
488 mini m as a result of die London Gob agreement) and was entirely appropriated to reinforce net worth by the 
reconst i tution of the participating capital Ion granted by the majority shareholder m 1992. The Bank's net worth 
increased from FRF 4.078 biBioo ffl 1996 to FRF 4.997 in 1997. Total consolidated assets amounted to FRF 11023 
hflEoo and net consofidaied income to FRF 1 8 million. The European solvency ratio now stands at 60Cr. 

In accordance with its Articles of Association, die Annual General Meeting renewed llte mandates of the Members of 
die Supervisory Council The Supervisory Council will now be choired by Me kniri Po nom arev who had been 
Chairman of Ate Executive Board since 1992. The Supervisory Board also includes the Vice- President, Mr, Bernard 
Dopey, the Central Bank of Russia, represented by Me Sergoei Alexacbenka. Ahnazy R«sii Sakha Co. Lid. and Mr. 
Dmitri Tooiine - Chairman of tbc Vneshtorgbank, Moscow. 

Me Andrei Movtchan is now Chairman of die Executive Board which includes Mr. Patrick Delation, Mr. Patrice 
Dantfier de Cassini and Mi. Alexandre Elson. 


BCEN-EUROBANK 

79-81. boulevard Haussmaan. 753S2 Paris Cede* 08 (France) 


Templeton 


Templeton Global Strategy FamSt 
SoeiAe tTin re stitse mf UA eapftaf variable 
26. botdevard Korol, L-2449 Luxembourg 
AC. B 35 177 

Dbrideiat eaumutcemaa 

Templeton Global Strategy Funds will pnjr dividends to the Shareholders of the 
following Funds as of ream! do June A, 1998 sgtiast presentation of the 
respective coupons: 


iTenipkwa Octal I name ftn! - Claw A 


Currency 


USD 


AmooMpw 


0055 


I 106 . 190 S 


Principal Paylnc Agent 

Chase Manhattan Bank Luxemboug 5LA. 

S.nxPIaetis 
L-23?8 Luxembourg 

The Shares are traded e* -dividend as Emm June S. 1998. 

For farther Information. Sborebokien are invited to contact then nearest 
Templeton office: 

Bdnbmgh 
Tel: 

TUFtochoaUK. 

0800 305 506 
International 
<44j 131 469 4000 
Fa*: (44) 131 228 4506 


Frankfurt Hong Kong 

TtL (49) 69 272 23 272 TO: i8S2j 2877 7733 

Fw (49) 69 272 23 120 Faa; 1852)2877 5401 

Tek (352)46 M 67 212 
Faa: 052} 32 21 60 

The Board of Directors 
June 1998 


Kingdom of Norway 
U.S. $200,000,000 

Floating Kate Notes doe 
December 2002 
For the Interest Period 3th 
June, 1998 w 7th December, 
1998 the Notes will carry a Rale 
of Interest of 5.5% per 
annum with Coupon AttOuUS 
of U.S. 5139.03 per U.S. 
$5,000 and U.S. $2,780.55 per 
U.S. SICOjDCO. The relevant 
Interest Payment Dare will be 
?th December, 1998. 


Bankers Trott 

Company, loodco AaeatBaak 


Merrill Lynch & Co., 
Inc. 

£100,000,000 
Hoatinp Rare Notes doe 2001 
For the utcrett period boa 4th 
haw. 1W8 to 4th Str wiabre, 1998. 
the Nmh will curt a Raw cf Irenes 
cf 7.70 per cent, per anmm. The 
Coven Atnomt po £1000 Nate will 
l*m.41i£] OflUNorewiD bellHffl 
and Cl 00,000 hW wfl to UJMGB2 
parahk on 4tb5epK«>bn, 19W. 
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Agon Bank 
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FINANCIAL TIMES 


TUESDAY JUNE 9 199S 


BUSINESS OPPORTUNITIES 

•**0®S*BEHBCOMIBBH06|HOS6H{iWllO(PflWreWJOPE8BIOHJU,*OVlCE6£FOI!EEKTE1WGKroCOBWTHBn8 


BUSINESSES FOR SALE 


Selling your Business? 


Wb hwe Che skills aad experience to acftieva the best price far your 
bWiscH and itradwe the deal la achieve minimum u« a£Ge ieocy. 
If you n coiuhkrLpg ■ sale aad yon tunorer exceed* £1 m, 
wo would like la lilt la you. 

Oof charge* are baaed largely on results, ia you have little to lose. 
Ftar a coafideaUal discussion without conunUment please contact 
Gary Morley or Lance Blacfctfono at; 


Blackstone liij'.k'.tniK' 1- ranks LurjmruU' Hiutito 

J- 2f>-i4 Old Sin-i-c. T inuJaii If l\ '41! 

lil: 1)171 I'd 331") i a.\: l)I7i Z5u 1402 


EC4 RENTAL INVESTMENT 


TVto newly completed Prion House luxury one bedroom apartments 
a i £145,000 each, dose to St Paul's Cathedral they are ideal as an 
investment or as a City base. Lift access. 999 year lease 
Low service charge. Three minutes Bladdriars tube. 

Telephone 0171 329 1537 


OFFSHORE 



2ND PASSPORTS 


Ftr ricebxK tad Bxm&ate umr ivnarr 

Prjauw ZSa, Dinner 

INTERNATIONAL COMPANY 


SERVICES (UK] LIMITED 

iStanferook House. 2 - 5 Old Bond St 
London W1X 3TB. 

Tel: +44 171 493 4244 
Fax: +44 171 491 0605 

E-Mai: uii-mio@icsl.coni 
http://www.icsl.com 


AUTO/LEISURE 
ACCESSORIES 
fiorsafc as suing concern. 
Company possesses patents, now 
tooting and martlet operands lor 
cuptaldere ♦ vaitoua accessories 
with «nrtcMde appicaflon and 
appeal 

Major sales can be achieved now in 
UK and whole Common Market. 
Tremendous potential lor marketing 
company with VISION and strength 
with garages, mutople and major 
auto/leisure accessary outlets, 
□flare Invtred over C2SO.OOO 
PmdpaJs only. 

Bo« B5906, Financial Times. Ona 
Southwark Bridge. London SWt 9HL 


BUSINESS PROBLEMS 


Do ran need help’ 

Is your breiwss not portonnmg 
Gm Dew problems'’ 

Bank problems 1 ’ 

Do you nocat to safeguard your (array home, 
atm Ouslnoss obsouV 
Cw teas are ttoaed siManrafy on rosufeL 
Ad no* and lake pratosskmai attrico. 


CAUL FOR A FREE 
■HP. CONSULTATION AT 
CL CONSULTANTS 
0-51 225 050: 

0171 205 3313 
For C1E! 335 456: 


RESIDENTIAL 

PROPERTY 

MANAGEMENT 


MERGER' 

ACQUISITION 


[r.-jii'iT-'.i.:;: i i = r-.> i 


::l i.iri'V -.i! . e:‘. ' 


- ■.•nly T-L-'-M 


B..\ I ;i l . Tiril.."- 

C'.t 1 .’ SmtlnV-Tir?: BiM^o 
! ii:iJo:i S fl i • ■ F i ! . 


UNIQUE LOTTERY UCEMSE - fcx sale 
ED onshore location. Superb oppor- 
turety w*h huge poMmt&l Fax Merest 
In confidence to +*345 289 1IXH. 


Tired of sifting through 
business plans? 


Invest at ground level - new 
and early stage businesses ai the 
atari of their qaen Tor growth. 

Reduced risk- VCR pobliabes 

screened investment opportunities. 

Time saved - deoiled, objective 
reporting enables your auesunent- 

FlwdbUfty & choice - projects In 
all iodustries. Invest alone or with 
others. Gain a directorship. 

20 yrs experience - VCR has 
helped ndse £22ra for 250+ companies. 


Far 0 free trial, call Venture Capita* 
Rcpcrt or. 01365 7S4411 


Channel Islands & WoELDxvror 
OrrsnoitE Cotmun rosuaioNS 
& ADMDnsnuuos. 

Full Sonias 

For tree Inrorautkin contact: 

CR OY TRUST LIMITED 
Floor. 34 Darid Plane 
St Hcfiec Jewry IE24TE 
Tet (01 530 B7S774 Fix; 101531)35401 


BUSINESSES WANTED 


BUSINESSES 
FOR SALE 


UKPLC 

urgently seeks to acquire 

Holiday caravan parks 
throughout England and Wales 

Very tax efficient structuring for vendors 
may be possible 

All enquiries 
in strictest confidence to: 

Box No. B5916, Financial Times, 

No. 1 Southwark Bridge, London SEl 9HL 


| VIDEO AND CD 
WHOLESALE 

Business For Sale 

Good national client base. 
Midlands location. 

Write UK Bb BBW. PIbi till Tnnck. 
One Southwark Bridge. 

Leaden SEl BHL 


Business Wanted 


■ Commercial Test House or 
Testing Laboratory 

■ One or more ot foe following 
areas' 

Materials Testing (Chemical, 
Physical, Mcrostructural), 

Environ menial. Building 
Components and Structures 

■ Turnover in range E200K - £iM 

Box B5914, Financial Times 
One Southwark Bridge 
London. SEl 9HL 


SOFTWARE 

.APPLICATIONS WANTED 

Wc an; looking to purchase 
niche market software 
suppliers / intellectual assets. 

Box B54U5. Financed Times 
One Srailhft ark Bridge 
London. SEl vHL 


To Advertise 
Your 

Legal 

Notices 

Please contact 
Melanie Miles 


Tel: 

+44 171 873 3349 
Fax: 

+44 171 873 30G4 


CONTRACTS & TENDERS 


On ihe hasis of the Law of purchasing the poods, services and ceding 
of works iNuiodnc novine No. 142 dated December 3 1 si. 1907 1 



HRVATSKA EL E KTROPRiVREDAd.d. 

L'lica Rrada Vokovara 37, 1 0000 Zagreb, Republic of Croatia 

announces 
PUBLIC TENDER 

for (hr coUcrting of bids In contract the purchase ordbicharing equipment of Heavy Fuel OQ 
from tanker into Rijeka Thermal Power Plant (Rijeka TPP) shore tanks 

1 . The Mihicci ill Public Tender mi: n iff Iccting ot BkK 

• to ,-ontraei the pundiaxe of diM-tuugiug equipment of I teavy Fuel Oil Irvun unker into Rijeka TPP state 
ranks aril 

• to wiimrjei the xcn-H-cx nf placing (wring) the upjipmeni for the discharging Ot Heavy Fuel Oil from 
Tanker mux Riycka TPP sliotc lank* in the peruxl irom August to December 1 998. 

2. The rurdiaun is Hrx aiska clektiopnxTCtlu d A. I Hum grada Vukox ara 37. It WOO Zagreb. Republic of Croatia. 

3. By ihe tenn “equipment fir the Jitehnryins >/ Hem- r Fuel Hit {mm tanker into Rijeka TPP shore tanks " the 
ftirctUHT means' 

• Floating Oil Hoses nf Hie tout length HXI metres, with the connections from unker to Rijeka TPP shore 

tanks; iliMfurging capacity ItNVi tliixir. 

• Curiam Boom nf the length SUfl metres tneiudine akivssixy install alions- 

J . By the Kim "Ji’m'i'f of placing t nvinc i the equipment fi ir the disctuirgm <t i f Heavy Fuel Oil from Linker into 
Rijeka TPP show tanks' the Purchaser means the semen ot respective equipment placing Melting) during the 
itischaripnq.'unkvuhng of tanker of 2».nno tons in RjjcU itoully 10 unloadings in the period front August to 
December IWl. 

5. The BhUctn can obtain the Documentation tor Public Tendering which eoniams all tnsmKtkws for the Bidders 
I including Uk technical specification ol equipmaiL instiuawtH for Bid cbboratianfreparation. Bui delreery 
icrm. term of Bnl ixpcmng and other inlomuiiuni at the Udlowiiig address: 

Hrx JLxka eiekuopnxTcda iLi. 

Sekwr za nabavu 
Uiien gratia Vukovara 37 
WuUDZaeicb 
Republic of Croatia 

Fax: "*3X5-141171-2% 

Documcnlathm for Public Taxlenng « ill be available from June lOtb. |99jj. 

0. The BkJs should be delivered W the Purchaser not Ltur than June 3(hfk 19VS by 15:00 hours. 

The Purchaser will perform the public opening of Bids on June 3Uih. 1993 at l?J>0 hours. 


BUSINESSES FOR SALE 


Appear every Tuesday, Friday and Saturday. 

For further Information, or to advertise in this section, 

please contact 

Marlon Wedderbum on +44 0171 873 4874 


K W Traynor, A D Dick and G Craig of Bcgbis Trtyuor 
Joint Liquidators oT InmdoSA 
Offer for Sale the budnea awets of 



■ MUPO SA, POROHOI, ROMANIA 

MACHINE TOOL MANUFACTURING COMPANY 

4 Manufacturer of a range of rmxksn machine took mdudjng gcillotiiies. press brakes, roflas. prew« and fonuers 

♦ Established huenuuknal Customer Bose 

♦ i rv-wH ^ Hanbern Romania conveniently dose to major International markets 

♦ Extensive site with pintle rail spun Buddings exfendiiqt to 301 5Qnr (334400 aq ft) 

9 Coaijriete inventory of modem high speci fi cation production machinery 

+ Local skilled workforce available 

For further infonrathm cootact Joint Liquidators or their Agents 


SMITH HODGKINSON 
IH'GINTf 


Tel: 0161 S32 03SS 


BECB1ES TRAY NOR 


Tel: 01772 202000 


FOR SALE 

PRECISION SHEET METAL ENGINEERS 

Mi:; LiiuN hiS-C 


■ ::: : : ‘ . ' 


PROJECT AMDCOMMERCaALl 
runring avafcabta to UK and 
international efierts. 

Anglo Amanean 
Group Ptc. 

Tal: 01924201 365 
Fac 01924 201 377 


BUSINESS FOR SALE 
PROFITABLE UK SELP 
ADHESIVE LABEL BUSINESS 

Weil established, profitable rrornfacturer of hfj 
qualify multi colour self adhesive labels tor a ’ 
and varied range of products. Key features include: 
I Qualify customer base wffti a high level of 
repeat business. 

■ Operates in niche markets. 

■ Profit Before Tax In excess of £450K. 

Pofenfid trade purchasers and MB! teams 

please reply to Box No: B5912 at Financial Times, 
1 Southwark Bridge, London SEl 9HI_ 


FOR SALE 

Leading Branded Ladieswear Manufacturer 

(dag and evening collections medium price) 

■ Mainly United Kingdom Blue CWp customer hose and some export. 

■ 18 yeare gpodwffl. no Uabflmea and an exotffleni oogting ertatw ote. 

■ Turnover £4 -S mUUon+ 

■ Vendor wllUng to enter coouultanry role. 

Wn o fp ab mlg to: Sax 83705. riiwndul Tims; 

OM Southaark Bridge. London SEl SBC 


AUDIO PUBLISHING 

Acclaimed GCSE Series - 10 Titles, all current 
Many unexploited applications - Book Value £75,000. 
No longer core to group business. 


Write to Box B5893, Financial Tones. 
One Southwark Bridge, Loudon SEl 9HL 


CORPORATE HOSPITALITY 

Lotting London provider of thomed 


Cuma* turnover E700K. GP 33%. 
FaskgroninglustoesshdyBmicsecttK 
Please wife to: 

BB. Hyde Part House. 5 HantadRd 
London SW152RS or Fmc 01B1 874 3100 


Ptcstic Injection Mouldings 


cjlcbiished 5 years 
Buying ond selling from our own 
moulds 

T.'C to April ;9?S S57T .00Q. 
r«e) prefit £1 37.CCC. 

Hast Midlands area - relocatable. 
Easily managed 'ey one person. 
Can be run from heme. 

■, ‘o z c / Ho -:>7 : n S:U : 

Sou--. s.'dge 





Kecideatial Care Hama 
(Hern) 

ExcaBent opportunity to acquire a 
IW purpose designed, flagship 
home with E-MLim/LAB single 
rooms with ensuite &ct«tes. 
BeautifuBy furnished and 
decorated. Expansrtn p ot en tial . 
Wstyproftafite. 

For further details write to: 
General Manager, too Leigh Hunt 
Dr., Southgate. London N14 


COMPUTER HARDWARE 
MAINTENANCE BUSINESS 

Turnover £700,000 
Very profitable 
Genuine reason for sale 

Bax B5898, Financial Times 
One Southwark Bridge 
London, SEl 9HL 


Electronics Factory 
For Sale 

Mv eg^wea nreefww 
erecfrarscsasenTt^rdcfcvy 
ot 2 S 000 cpHatlfyoo 
bteolWtght 


Cora act. Jeremy Evans 

□1273 861151 


Catering Company for sale- 

Well established, highly 
profitable, close to Gaiwick 
Airport. Good client base in the | 
Transport Industry. 

T/O £650,000 

Tel: 01273 277128 



PUBLIC 

NOTICE 


[COMPANY FOR SALE I 

Long established 
Saville Row Tailors 

tol a a mi d pmwpais pieese reply to: 

Mciaren Soares AOo 
3 OtoGetoen House, fee Lantoms 
Bridge Law, London SWtl 3A0 

BUSINESS 

SERVICES 


EXPORTERS 

Hw® you hoO o mwiosad ECGO or 
NOW prport tosmarKO |?0fcv iMffi 
ffBium Maumre» Saucat IftP 
it so nam you hoa a 00*1" 
tow atpeoances v/ouaoe anomaated. 


raply hz Jonomcn Frsntn 
WowierfiPomm 

MewxHouw 
iW-lWifncWayfiOod 
London NUV3ABX 

W017IJW0IB5 For n 171 £31 0W 


Angpra, Levin & Bate 

i»y«Wi 

Cod Effective Representation 

of Global C&eats in US. Courts 
U^Aoflkes in New Yttfc; 
New Jersey, Pcnnsyhrenn 
90&306J500 bx: xlSOO 
Email: A3ji@Mgerakw.nHn 


GARMENT 
MAKER 
North Wales 

Btqnhrtscoiin&eretaVpaalaw, 

manayr nr rutreprenenr to 
develop potential of 
mamifactming faeflity 

■ well equipped freebokl benny 

■ skilled wmifum e whh labour 
capacity of 2JXX) hours per week 

Owner will consider salefnterger 


I nr furdiiT (ii'Mil-. ;ir 
l!,A B.- + I 1. I ili.nn-i.il I 

i tin- >'.iirli":n k Hi 
i n|l(!i'll 1 't' I ')ill 


JAMAICA 


1 5 acre prope-riy. 
jTisd'um-size hole! and 
marina with popular. 
thftvi",a restaurant 
and bar, 


All enquiries to: 

USA 

Td: {305: 85 S 3 2-? 2 
Fax: 1 305: 854 6983 


LIQUIDATIONS: 

RECEIVERSHIPS: 

AUCTIONS: 

20Q*- Liquidations & Recelver- 
ships fated every week, what thay 
dd and who to contact^ + Commer- 
cial Auctions. 

BUSINESSES FOR SALE: 
MonWy Bst of owrl 00+ Afferent 
bus in esses & property opportuni- 

taB - CONTACT 
Tel. 01652 680889 Fax. 
680887 


jwwLqb anet/bsr 

BUSINESS 
SALE BEP08T 

The No. 1 BsOne of mefum to large 
f ootvaifes for sale la the UKJT7b£liiHi ' 
Now covering Europe, t is FREE to Bst 
your company tor saa.JunoRqMrt ^ 
out now. FaraiffiCription detals:> ‘ 

0181475 0200^ 


FOR SALE 


Muifwuitr of bpaban Ihr Ice Creanrf 
Dajtn Induoiy and Confccotncry. 
Blue Cbqi L 1 JL and Bnrpm cunomer 
base. Hup; promt] pmrrrial 
On wsa te D_v» jjOO luraovet 
Sou* Em Jim. 

Owner irtumaif M hn hone eounry. 


M&A MARKETPLACE 


The Web's market for buyers 
and sellers of businesses. 

• Thousands of sellers 
and buyers. 

• All Industries, sizes and 
locations. 

■ New listings every day. 

1 - 800 - 349 - 4858 
(Universal TotFree *) 

wwwjnafgemetwork.com 


9{atu ml Skincare. 

Company 

YkU established company marke tin g 
Natural Sonant Products. 
Distribution through Garden 
Centres, Mod Order Com pani e s . 
Heritage outlets. Own nan order tot 
Export la USA and Germany. 
ExaUari potential. 

T/O £I0QK - 30% + GP. 

Plena® write tec 

Cardan Amos, feiirt Carter Ltd. Capiharme 
CMsgr. Capthnm BtadzCcrpibomr, Wat 
Sussex RH102UY 


CEM’SA L lOMDOM - BAS cC 
LANGUAGE TSAIMIMG COf/PAHV 


Apply to: Brisan A Co. Chartered 
Accountants. 46 Badtord Row. 
London WC IS 4R 


ATT. E.E.C. GAS COMPANIES 

Hazaidous goodsMorage, 
dtabtaubon. Successful business 
with huge potential. 
Strategic location fbr UK and 
European. Road & Rail netwoik, 
B-S.EN ISO 9002 approved, 
S.QA.S. score 212. 

FTSE. 1 00 cBant based. 
Strictly Pmr&e Prindpais only. 


Sax c+207 Finsnciul Times 
One Southw, s;k Bridge 
London SSI 3HL 


PUBLISHING CO FOR SALE - E3Sk. 
CteBBWed LDOngWRacAilDrere WsaMy. 
Said hi Londonwkte Nowaagante. T/O 
£l70k. Net £29t Potontt (or ElmT/O. 
esook NBL CM 8 Stafi 01BI 7427777. 


f ill’ 1 ST II . cSl ( - 


Surveyors. Valuers 3 c Agents 


Nursing Home 


-44 angle bedrooms 
(42 on mile waX 
. Well dcconXed and fnmutad- 
• Income year end 31 3.98 £5^6.118- 
OjMjMnamaLD 
HcweodU Office R*f6M7668MA 

0191 222 1740 


Dorset 


Homs 

BEQSXEKEDF0R27 

• 15 — iA-Miai and 12 narrisg 
fbnaedy specinlisiiig aa a dreg* 

ateotal cdahUiiBtiao emme. 

• 9 tingle aad 9 doable rooms. 

• O-wH imit 

£275^N0 fBEHOLD 
Vfmchesur Office 
Ref 38/fT7*926/MA 

01902 844455 


Groot 07 3 Rsroonia Homes 
foi MDnm Illness 
TOTH. RBGBTMnOW 132 

- Wseltty fees £ 2 M« per week 
> Retirement ante. 


Office RvfQOVFnW 

01712270700 


Dorset 


Hksdgntial Care HOme 
RKBTHtED FOR 9 

■ 5 angle and 2 double bedroom*. 

1 with « whg Bicili M*- 

. 3 twfroom owner's Bcraranodataa. 
. Fee Ttmgp £208-1295 per^ Ratten 
per weak. 

-TVO year end 28J.97 £99,277 with 

high net profit 

OtMMiuanu) 

Winchester Office 
Ref iS/FT74&39fMA 

01902 844455 


Offices at: London • Birmingham • BrisT ^ n ^" ' GH 
Exeter Glasgow - Ipswich - Leeds • Manchester 
Milton Keynes • Newcastle • Nottingham • Winchester 


CHESHAM. 

BECAUSE YOU ONLY SELL 
YOUR BUSINESS ONCE. 

And you want the right buyer. With 
confidential briefs from more than 2000 
PLCs, foreign multinationals and venture 
capitalists who are looking to buy successful, 
private companies worth between £1 million 
and £50 milli on, we ought to be able to help. 

So if you’re thinking of selling your 
business and would like a service which 
enhances the price and minimises the cost to 
you, contact our Managing Director to 
arrange a confidential discussion. 

CHESHAM 
AMALGAMATIONS 

The first name in merger broking 

Ghesbam House, 2 Ben tinck Street, London W1M 5RN. 

Telephone: 0171-9352748. 



Humberts Leisure 


Upon the instructions of Lands Improvement Holdings Pic 

Ayrshire - Scotland 

Lot 1 - Major holiday lodge/village 
development site 

* Outline consent on about 69 acres adjoining 
Loudoun Castle Park, one of Scotland’s 
premier theme parks 

* About 256 acres in total of mature pasture 
and woodland 

Lot 2 - Potential holiday static/ touring 
caravan park site 

* About 20 acres close to the theme park 

« Planning application submitted for up to 200 
static/touring pitches 

For sale freehold or leasehold 

TEL: 0171 624 6700 FAX: 0171 40S 047S 


C fl A R T L' RED S L R V L' V O R S 
K 1 S U R K PROP K R T V .S p R C I A 1,1 sT S 


CHRISTIE &. C2 


Surveyors, Valuers & Agents 


London 


a On the Instructions of 
MS. LADBROKE GROUP PLC 

The Sherlock Holmes Hotel, 

Baker Street, Wl 

• Prime central London location. 

• 125 en suite letting bedrooms. 

• 7 conference/function rooms, restaurant and bar. 

• 1997 net sales in excess of £3 million. 

• New 125 year lease. 

Price on application long leasehold 
Contact: Colin Hall Ref20lFT4O7l 

0171 227 0700 


Offices at; London • Birmingham ■ Bristol • Edinburgh 
Exeter • Glasgow • Ipswich - Leeds • Manchester 
Milton Keynes • Newcastle • Nottingham • Winchester 


Business for Sale 

Midlands based PC Manufacturing 
and" * ■ - ‘ *■ 

Turnover £8 m+ 


Well «t*bliabcd wiih quality reputation 
Diverse and well balanced niunmw h^ 

growth potential fotJowing nocoa bvcnmotf in 

infrastructure 

Sole due to retirement 


h'htofafaBOHtecteaiMa— 

iytWr.»«faFlB MM ,y (MgdcWl 

W.0UlM2M0* n rIW.UI 


M2MQ 


I 


LAWRENCE 


toMMi-t, i, inriMiii^Mg l [nnri lL 

rarfetabrhtatoiMy 

HUDDERSFIELD 


_ - 1 ' s »w»<nmMaaB\«maaw Jn 

ba^tataaniWtaMifles 

►kflb It ldi lata -kmwtSO: and yomig 

eras ■EnasoFEianuniMEnira 

UNkcatw 

F^iMaK^qeiiBto.anaaB!^ 
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EURO PRICES 


EQUITIES 


Dow rise gives lift to Europe 


CURRENCIES & MONEY 


FT SYNTHETIC EURO RATES 


Synthetic Euro against the dotor 

Speretn 


EUROPEAN OVERVIEW 

By PhSp Coggan, 

Markets Editor 

The strength of Wall Street 
on Friday carried over to 
European markets when 
they opened yesterday. Hie 
167-potnt jump in the Dow 
Jones Industrial Average 
gave a lift to marlro+c 
the continent with bourses 
in Brussels, Frankfort, Paris 
and Stockholm rea ching 
all-time hi gf+g 
The FTSE Eurotop 100 
gained 283 or l per cent to 
2.901.47, its highest-ever 
level. The broader FTSE 
Eorotop 300 rose 13.58 to 

EaratopmEwnMoc 

Into 


L2SL81. Meanwhile the 
FTSE Ehloc 100 Index, which 
comprises stocks from those 
countries that are joining 
the single currency, jumped 
8-33 to 3,064.17. 

European bond markets 
were subdued ahead of the 
testimony to the US Con* 
gress later this week of Alan 
Greenspan, chairman of the 
US Federal Reserve. The 
markets will be looking to 
see whether Mr Greenspan 
shows greater concern at 
recent signs of US economic 
strength or at Asian weak- 
ness. 

Among individual sectors, 
the best performer was infor- 
mation technology, helped 


by Friday’s rally in US high, 
tech stocks. 

Cap Gemini rose Ecu 7.50 
to Ecu 13821 and SAP Ecu 
14.60 to Ecu 547.54. 

The tobacco sector gained 
3.1 per cent on indications 
that a bill imposing sanc- 
tions on the industry had 
become bogged down in the 
US Congress. BAT rose Ecu 
0.40 to Ecu 9.12. 

Water was the continent’s 
worst sector, with UK group 
United Utilities going ex-div- 
idend and dropping Ecu 0.50 
to Ecu 1239. 

The effect of the Asian cri- 
sis on world growth and cor- 
porate continues to 

be one of the main topics of 


interest for European inves- 
tors. Ian Scott, European 
strategist at Lehman 
Brothers, said that “Our bas- 
ket of Asian-related stocks, 
those European companies 
with sales of 15 per cent or 
more to the Asian region, 
continues to suffer from neg- 
ative sentiment towards the 
for east" 

“Within the basket, how- 
ever, we can distinguish a 
group of stable/growth com- 
panies whose global fran- 
chise a nd sound fundamen- 
tals have outweighed the 
adverse Influence of trade 
links with Asia.” Lehman 
likes ABB, Ericsson, Reuters 
and SGS Thomson. 


.1350, 
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BUSINESS BOOKS 


FINANCIAL TIMES WRfTERS REVIEW THE WINNING BOOKS AT THE FT/BOOZ-ALLEN & HAMILTON AWARDS 
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John P Kotter shows convincingly that 
Panasonic’s empire was buitt on more 
than just impressive resuits, 
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Polemics and 
personalities 
reap rewards 

The reach of the Financial Tim es/Booz- Alien & Hamilton 
Globa] B usiness Book Awards is vividly illustrated by this 
year’s winners, reviewed id this special section. 

They range from an inside look at the workings of big 
Japanese companies to a German polemic on the failings of 
the country's managers. The overall winner was Clayton 
Christensen’s The Innovator’s Dilemma. 

The purpose of the awards is to recognise excellence in 
each of the main areas of business publishing, to encourage 
authors and publishers, and to direct readers to those books 
that are likely to stand the test of time. 

The eight winners went through an exhaustive process. 
More than 200 books were nominated for the awards by over 
60 publishers around the world. Books considered eligible 
were read and evaluated by over 100 expert readers, using a 
standard approach and scoring system. This was used to 
select an extensive list of finalists in each of the awards' five 
categories. 

The final awards were made by the judging panel of 
business and academic figures. This year’s panel was 
chaired by Don Perkins, former chairman and chief 
executive of Jewel Companies, the US retailer. 

Other judges were: Antonio Borges, dean of the Insead 
business school based in Fontainebleau. France; Francis 
Loren tz, professor at Paris-Dauphine University; Brian 
Dickie, until last week chief operating officer of consulting 
firm Booz-Allen & Hamilton in New York; John McCarter, 
president and chief executive officer of the Field Museum of 
Natural History. Chicago; Piero Glarda. state secretary at 
the Italian treasury mini stry ; Richard Lambert, editor of the 
F inancial T imas; Raymond J I-ane, president & chief 
operating officer of Oracle Corporation, the software 
company; and Henry B Schacht, chairman of Lucent 
Technologies, the parent of Bell Laboratories. 

The final selection of winners was made, after extensive 
reading by all the judges, at a meeting in New York last 
month. Besides the five section winners, reviewed here, Rich 
Desserts and Captain's Thm by Margaret Foster (Chatto & 

W Indus) won the Lex prize, and the Edwin G Booz Prize 
went to The Luring Company by Arie de Geus (HBSP/ 
Nicholas Brealey). The judges also awarded a special prize to 
Peter Drucker’s The Practice of Management , bom 1954, as 
one of the most influential business books ever published. 

The books featured here can be ordered, with free UK p&p, 
from the FT Bookshop, tel +44 181 324 5511. 
fax +44 1S1 324 5678 


MATSUSHITA LEADERSHIP: 
LESSONS FROM THE 20TH 
CENTURY'S MOST 
REMARKABLE 
ENTREPRENEUR 

SSmSS""” 

Free Press, $25, 302 pages 

There are few more 
intriguing or deserving sub- 
jects for a business biogra- 
phy than the man who con- 
structed Panasonic's vast 


electronics empire, Kono- 
suke Matsushita. 

Mr Matsushita was an 
lmagamtitog plan, Who never 
linke d his nam e to his prod- 
ucts; he eschewed the 
instant r e co g nition afforded 
to such business giants as 
Henry Ford and Soichiro 
Honda. 

Yet the legacy he left 
behind on his death in 1999 

was Haunting - Ms rranpanim 
brought in revenue of $42hn 

in that year, and he was 
widely recognised as one of 
the most important figures 
in Japan's economic miracle. 

But as John Kotter shows 
in this crisply written 
account, his significance 
transcended even these 
Impressive results; so much 
so that the US president was 
moved to laud his “inspira- 
tion to people round the 
world" when he died at the 
age of 94. , 

That fulsopse tribute w&s 


In recognition of Mr Matsus- 
hita’s other roles in Japa- 
nese society, as an educator, 
philosopher and benefactor. 

There was a dark side to 
Mr Matsushita: Kotter refers 
to a private life which 
i ncl u ded screaming, sleeping 
pills and a mistress, and a 
“tornado of emotions" which 
could throw up as much bile 
as charm. But this was 
largely overlooked as he 
gradually r ay ne to take on 
the status of a national hero. 

Kotter makes a convincing 
case that Mr Matsushita's 
most remarkable talent was 
bring ahead of his time; he 
is particularly good on trac- 
ing the way Mr Matsushita's 
personal business strategy 
was to become global ortho- 
doxy. The success and 
growth of Matsushita Elec- 
tric was achieved through 
the adaptive corporate cul- 
ture insisted upon by its 
founder emphasis was laid 
on customer satisfaction, 
productivity, speed of reac- 
tion, empowerment and 
teamwork. All these con- 
cepts have today become 
cliches for running a suc- 


cessful company. “Fully 60 
years before the publication 
of In Search of Excellence, Mr 
Matsushita was discovering 
and using many of the prac- 
tices that Peters and Water- 
man would describe in their 
1982 book," writes Kotter. 

Mr Matsushita's early 
years were lived in the 
shadow of his family’s bank- 
ruptcy after his father gam- 
bled away all their posses- 
sions on rice futures. 
Konosnke was sent to Osaka 
as a child where he served 
his apprenticeship in a bicy- 
cle shop. Kotter malms much 
of these modest beginnings, 
niaimtrtg that they taught Mr 
Matsushita the virtues of 
humility, which he went on 
to display when he reached 
the top. The book Is foil of 
anecdotes Illustrating this - 
his son-in-law recounts how 
Mr Matsushita frequently 
used to bow to junior store 
clerks and pour them a cup 
of sake at company func- 
tions. 

Kotter highlights a casual 
niepting between Mr Matsus- 
hita anH a customer in 1932 
which had profound conse- 


quences: it marked Mr Mat- 
sushita's conversion to a 
more spiritual approach to 
both his personal and his 
business life. The encounter 

instantly made its impact 
felt; he forged a new mission 
statement for his employees 
which struck an immediate 
chord in a nation that was 
hoptowmg to feel the strains 
of economic ha rdship : “The 
mimrinn of a manufacturer 
should be to overcome pov- 
erty. to relieve society as a 
whole from misery, and 
bring it wealth." 

From this point on, Mr 
Matsushita combined his 
scrupulous attention to 
detail with a broader concep- 
tion of the purpose of busi- 
ness. It proved an Irresistible 
combi n ation of qualities. Mr 
Matsushita’s humble 
demeanour, argues Kotter, 
pnhanfwt his authority: “As 
his most important goals 
became more social and 
humanistic over time, those 
values prompted a humility 
which helped him do pre- 
cisely what was n eeded to 
keep his firm and himself 
growing richer and richer.” 


The two faces of innovation 


Clayton Christensen gives compelling 
reasons why developing new products 
can either provoke disruption or aid 
evolution, says Peter Martin 


Di mm 


THE INNOVATOR’S 
DILEMMA: WHEN NEW 
TECHN0L0GKS CAUSE 
GREAT HRMS TO FAR. 

0LAYT0NM 

CHRISTENSEN 

Httvanl Bntoess School Press, 
$27 50, 256 pages 

If you had been given a tour 
of a television station in 
1970. the technological high- 
light would have been the 
room stuffed with Ampex 
video-recorders: huge 


machines operating an two- 
inch wide tape. Over the pre- 
vious 14 years, Ampex's 
development of reliable, elec- 
tronically editable video-re- 
cording had transformed the 
making of television pro- 
grammes. Its quality and 
reliability were unsurpassed. 

Yet after little more than a 
decade Ampex had been 
reduced to the status of a 
niche p arti c ip ant in the 1)11- 
lion-dollar industry it 
invented. How could a domi- 
nant position be overturned 
so quickly? 

This sort of puzzle crops 
up frequently in business 
history. Why did the build- 
ers of ocean-going galling - 
ships react so ineffectively to 
the coming of steam power? 
Why have integrated steel- 
makers still not fully 
responded to the threat of 
the minimills? Why did mini- 
computer makers rise so 
poorly to the challenge of 
the desktop machine? Surely 
not all the losers in these 


technology battles were 
short-sighted or unimagin- 
ative? 

Indeed not, says Clayton 
Christensen in The Innova- 
tor's Dilemma. Instead, he 
says, it is precisely the quali- 
ties that make companies 
artmlrahfe - listening to cus- 
tomers. rationally allocating 
financial resources, con- 
stantly seeking margin - 
that w pnM tham to this sort 
of peril 

His argument is that there 
are two different types of 
technological innovation: 
“sustaining" innovations 
and “disruptive" ones. These 
are not measures of the nov- 
elty of the innovation. 

A radical shift in an indus- 
try's underlying technology 
will nonetheless he a sus- 
taining shift, as long as it 
serves the needs of the exist- 
ing customer base, and deliv- 
ers more of the sort of 
improvement they are 
looking for. Responding to a 
sustaining innovation is a 
challenge for the industry's 
existing members, but they 
usually rise to it. New 
entrants who seek to take 
advantage of this type of 
innovation find it hard to 


compete with the incum- 
bents’ advantages. 

A disruptive change is one 
that is unappealing to the 
industry’s existing custom- 
ers, because it offers them 
no gains in the areas they 
care about The innovation 
may not be particularly pro- 
found In a technological 
sense - indeed, it often relies 
on off-the-shelf components. 
Typically, it creates an 
entirely new, lower price 
point and lower cost struc- 
ture. "Disruptive technolo- 
gies bring to a market a very 
different value proposition 
than had been available pre- 
viously." 

This opens the door to a 
new, previously unsuspected 
set of customers. Without 
them , indeed, the innovation 
will not survive. Desktop 
c omp uters found individual 
office workers as customera; 
steamships, initially too 
unreliable for oc eanic .pas- 
sages, found uses on inland 
waterways; minimi!! steel- 
makers found the market for 
steel reinforcing bars. 

Disruptive innovations 
come about precisely 
because companies do too 
good a job ctf competing to 


m eet their customers' needs. 
“In their efforts to stay 
ahead ... many companies 
don’t realise the speed at 
which they are moving up- 
market, oversatisfying the 
needs of their original cus- 
tomers as they race the com- 
petition towards higher-per- 
formance, higher-margin 
markets. In doing so they 
create a vacuum at lower 
price points into which com- 
petitors employing disrup- 
tive technolog ies can enter." 

Once these disruptive 
entrants have created a new 
low-cost market, they rap- 
idly improve the perfor- 
mance of their offerings 
until they match the needs 
of the original customers. 
The older technology may 
still be d e l i vering- highpr per- 
formance, but if customers 
do not need it they will not 
pay for it For the new 
entran ts, the combination of 
good enough performance 
and much lower cost is a 
devastating advantage. Few 
of the old competitors sur- 
vive. 

Christensen, a professor at 
the Harvard Business 
School, Illustrates his argu- 
ments with a detailed study 


TTie growth of Matsushita 
Electric - which would sell 
goods in the US under the 
brand name of Panasonic 
from 1959 - was one of the 
Classic success stories of 
post-war Japan. Mr Matsush- 
ita was a pioneer of interna- 
tional expansion and 
extremely bold five-year 
plans. But the company’s 
founder grew ever more 
aware of the dangers of 
hubris, ever keener to 
expand his interests in edu- 
cation and philosophy. 

From the 1960s, he 
diverted much of his energy 
into projects such as ills 
“Peace and Happiness 
through Prosperity" insti- 
tute. By the time of his 
death, he had written 46 
manuscripts expounding his 
people-oriented philosophy, 
much of which is now man- 
agement guru mat e r ial. 

Hotter does not make the 
mistake of over-romanticis- 
ing Mr Matsushita's life and 
achievements, but con- 
cludes: "In the highly com- 
petitive economy of the next 
few decades, winning corpo- 
rations may look more like 
the Matsushita Electric of 
the 1920s. 30S. 50s and 60s." 

Matsushita Leadership 
won best business biography! 
autobiography 


of the brutally competitive 
market for computer disk 
drives, where successive 
waves of disruptive Innova- 
tion have transformed the 
competitive landscape, each 
timp leaving few survivors. 

When a disruptive technol- 
ogy is introduced, the exist- 
ing competitors do not over- 
look it - indeed, often they 
have been responsible for 
discovering it. But because it 
does not meet their custom- 
ers’ needs, it receives little 
internal support 

How should a company 
respond to disruptive tech- 
nologies? It is very difficult, 
since everything in a well 
managed company’s genes 
tplfa it to steer away from 
low-margin, low-perfor- 
mance products with no 
dear market 

The best approach, Chris- 
tensen says, is to set up an 
anna-length unit with small- 
company costs and flexibil- 
ity, and to focus on finding 
customers who value the 
new technology's strengths. 

The Innovator's Dilemma 
achieves a rare feat it is at 
once a satisfying intellectual 
solution to a long-s tanding 
business pmzle, and a prac- 
tical guide for executives 
and investors. 

The Innovator’s Dilemma 
wan best "how to * book, and 
was the overall winner 


Hard workers because 
they have to be 


Shifting the balance 
of managerial power 


Philip Coggan enjoys a myth explosion 
by Noboru Yoshimura and Philip Anderson 



INSIDE THE KAISHA: 
DEMYSTIFYING JAPANESE 
BUSINESS BEHAVIOUR 

NOBORU YOSHIMURA 
AND PHILIP ANDERSON 

Hamid Business School Press, 
S2LS5, 260 pages 


To the Western eye. there 
are few more baffling sub- 
jects than the art of Japa- 
nese management. In a 
sense, the Japanese eco- 
nomic travails of the 1990s 
only make the subject more 
difficult to understand; how 
can the corporate geniuses 
of the 1960s have turned into 
dunces 10 years later? 

The authors of this excel- 
lent study provide some 
answers to the conundrum, 
in the course of explaining 
the Japanese business world 

through the eyes of the 
salaryman, or middle man- 
ager. 

Their aim is to add an 
extra layer of sophistication 
to the outsider's understand- 
ing of Japanese manage- 
ment. Yes, the Japanese are 
well known for working 
hard, but there is nothing 
innate about this: if Japa- 
nese people go to work for a 
Western company, they hap- 
pily adjust their working day 
accordingly. They work long 
hours in Japanese compa- 
nies because they know that 
is expected of them, not 
because they are eager to do 
so. 

The authors also challenge 
the view that Japanese man- 


agement is far-sighted in 
comparison with Western 
blinkered short-termism. 
The Japanese can plan for 
the long term but they can 
also follow short-term fads 
such as buying into the US 
property market or gambling 
the group's profits on the 
stock market. What matters 
often is not whether an 
action is short or long-term, 
but whether a competitor is 
doing it 

The key Issue, the authors 
explain. Is the context. West- 
erners may find it odd that 
the Japanese, polite and 
restrained at work, can be 
loud and drunken in a bar. 
this does not seem odd at all 
to the Japanese, who view 
the bar as a completely dif- 
ferent context from the 
office, in which a different 
standard of behaviour 
applies. 

A second rule is that cor- 
rect behaviour is learned by 
emulating a role model or a 
prototype, a sensei (teacher), 
or at the office, a senpai 
(mentor). The role model's 
behaviour will be followed 
without question, in contrast 
to the Western model of fol- 
lowing a written set of rules. 

The authors’ third princi- 
ple is that the Japanese are 
highly motivated by the 
desire to avoid embarrass- 
ment. That is why Japanese 
organisations place a high 
value on consensus. Fear of 
failure is critical; better to 
miss out on extra profit if 
some new course of action 
requires the risk of a loss. 

Finally, the authors say 
that process is more impor- 
tant than results. “Salary- 
men are evaluated princi- 
pally on whether they 
followed appropriate process 
models and met the expecta- 
tions of others In the firm. 
There is a strong tendency 
in Japanese management to 
believe that results are dic- 
tated by fate." 

This characteristic may go 
part of the way to explain 
the sharp turaround in the 


fortunes, and reputation, of 
Japanese management in the 
1990s. “Faced with continu- 
ous change or crises that can 
be solved through continu- 
ous improvement (such as 
oil and yen shocks). Japa- 
nese firms adapt well 
because they can elaborate 
existing models, taking them 
to levels that others find dif- 
ficult to match. Breaking 
dree of existing behaviours to 
adapt to discontinuous 
change is Car more difficult" 

The Japanese habit of pur- 
suing market share, rather 
than profit, and of tolerating i 
enormous inefficiencies in 
large swathes of their corpo- 
rate sector, worked for a 
long time thanks to their 
brilliance in two areas: the 
re-engineering of existing 
technologies and their will- 
ingness to focus on the cus- 
tomer. 

This made them the cham- 
pions of what might be 
called the late industrial era. 
In which the rewards went 
to those manufacturers that 
could produce a more effi- 
cient car or television at a 
price and in a form that cus- 
tomers find attractive. As 
yet, their skills have not 
proved so translatable into 
the information age. where 
the rewards go to those who 

can break the mould rather 
than adapt it. 

As well as the theoretical 
issues, there is plenty of 
practical advice in this book 
to help those Westerners 
who might wish to work for. 
or sell to. Japanese corpora- 
tions. They could grasp the 
importance that the Japa- 
nese attach to foreigners at 
least attempting to learn 
their language; what matters 
is not so much the level of 
ability as the w i ll i ngness to 
learn. Or they could under- 
stand that winning business 
from a Japanese company 
requires patience: an out- 
sider is likely to be granted a 
small order at first to see if 
it matches up to expecta- 
tions. 

Inside the Kaisha won the 
prize for best industry analy- 
sis', business context 


Daniel Bogler assesses Renald Muller's 
middle-path management blueprint 


MACHTWECHSEL IM 
MANAGEMENT - DRAMA 
UNO CHANCE 

liwE RENALD MULLER 

Hanfe Varbg, DM68 hardback, 
278 pages 


Uwe Mailer’s book is an 
eloquent plea for companies 
to be run in a more enlight- 
ened way. It sketches a mid- 
dle path between the ossi- 
fied, hierarchical structures 
common in his native Ger- 
many and the out-and-out 
aggression of anglo- Ameri- 
can capitalism. 

Businesses, the author 
argues, are alrin to living 
organisms or complex eco- 
systems: immensely adapt- 
able In the face of change if 
properly cared for, but also 
very fragile. All too often, 
unfortunately, they are man- 
aged either in a rigid, mech- 
anistic way (by the Ger- 
mans) or brutally shaken up 
every time something goes 
wrong (the American way). 
Needless to say, neither is 
ultimately very good for the 
health of the company. 

To tackle this, MOller has 
developed the concept of an 
“evolutionary managment 
system", based on open com- 
munication, co-operation 
and informal links between 
executives at all levels. 
Under this scenario, status 
would be based on an indi- 
vidual’s competence rather 
than his or her position, and 
formal hierarchies would be 
replaced by inter-disciplin- 


ary teams that form and dis- 
band in response to specific 
tasks. 

As a result, managers 
would be less (or, hopefully, 
not at all) intent on pursuing 
selfish career goals and more 
focused on what is good for 
the company. 

Mailer's starting point Is 
undoubtedly correct. 
Although companies like 
Daimler-Benz, Bertelsmann 
or SAP can hold their own 
on the International stage, 
too many German compa- 
nies are inflexible. lack 
vision and resist change. As 
a result they are less and 
less able to prosper, or even 
survive, in an increasingly 
competitive market-place. 
Many managers, Mr Mailer 
says, are “fat, lazy and 
slow”. 

This kind of refreshing 
criticism is at the heart of 
the first, and better, half of 
the book, which describes 
today's rather bleak status 
quo. To ram the point home, 
MOller serves up a short 
stage play in which a right- 
thinking but naive middle 
manager In a big company 
falls victim to his scheming 
basses. This is followed by 
short interview-style snip- 
pets covering topics from re- 
engineering to women in the 
workplace and a fictional 
dialogue with Machiavelli, 
drawing parallels between 
current day companies and 
the city states of the Italian 
Renaissance. 

All of this is entertaining, 
well written and a good deal 
more readable than most 
management tomes. Best of 
all. MOller is at pains to 
explain any jargon he uses, 
and there are bullet point 
summaries at the end of 
most chapters for easy refer- 
ence. 

The second half of the 
book tackles the much more 
ambitious task of fleshing 
out what an evolutionary 
management system looks 
like and how it would work 
in practice. In this, MOller is 


only partly successful, not 
least because, as he freely 
admits, he cannot actually 
think of a company that is 
currently being run whole- 
heartedly on the lines he 
proposes. Some of the bond- 
ing blocks are clean lots of 
communication and open- 
ness: an Internal market- 
place: managers that 
embrace change: and closer 
links with suppliers and cus- 
tomers. While these are all 
fine ideas, many of them win 
be thoroughly familiar to 
executives outside Germany. 
And the book is rather 
vague on how aD of them 
would blend together to cre- 
ate a viable culture. 

Perhaps in implicit 
acknowledgement of this, 
much of the second half of 
the book actually concen- 
trates on giving practical 
tips to middle managers on 
bow to survive today’s cor- 
porate jungle. Hera MOller is 
bade on firmer ground. Be 
demonstrably loyal to your 
boss, make sure you see hhn 
regularly and if you ever 
talk to Ms boss, make a 
point of telling your boss 
about ft. When faced with an 1 
aggressive senior manager 
or colleague, never lose your 
temper and always apolo- ; 
gise, however tadio-ous the 
accusation. And tf you are 
afraid of being dragged into 
a meeting with an uncom- 
fortable agenda, try to cut it 
short or, better yet, send a 
deputy. Finally, if you can- 
not temple or change the sys- 
tem, find another job. 

While this hardly sounds 
like the open and construc- 
tive behaviour that the book 
argues is essential to better 
management, MOller count- 
ers that it will take time to 
get from here to there. That 
may wen be true. But since 
be provides only the vaguest 
of road maps, readers may 
come away feeling that evo- 
lutionary m ana gement 
systems are wonderful in 
theory but will be rather dif- 
ficult to attain in practice. 

Machtwechsel won the 
prize for best business strat- 
egy and leadership book 


Intel tale 

Tim Jackson has revealed a colourful 
history, says Paul Taylor 

insist that the problem was 
minor and risk destroying 
the company’s public image, 
or replacing the faulty chips 
and writing off millions of 
dollars. 

Only after IBM broke 
industry ranks and baited 
shipme nts of new machines 
containing the Pentium 
chips did the Intel board 
chaired by the legendary 
Gordon Moore - industry 

bnUVb dUILI THE stance. The book is peppered 

WORLD’S MOST with similar vignettes as 

SUCCESSFUL CHIP Jackson charts the group’s 

PflMPANV development from its cre- 

ou i wrA NY ation in 1968. 

TIM JACKSON Inevitably since Intel 

declined to co-operate with 

HaiperCofltas, E1039, 428 pages Jackson during his research, 
■' ~ ; the book presents the reader 

A few weeks ago Craig with a somewhat lopsided 
Barratt took over as chief view of Intel’s corpo r a te cul- 
e fl C i itiVB * nte l, the ture and its methods. But as 
world’s largest semiconduc- an accomplished col umnis t 
tor group whose micropro- and author, Jackson pulls 
cessors provide the ‘brains’ his material together into a 
mside about 90 per cent of compelling business read, 
the installed base of 240m He is affective at tracking 
1 ti» company’s technical tri- 

une of his first acts after umphs. occasional setbacks, 
replacing Andy Grove - the aggressive marketing tech- 
arrving force behind Intel for niqoe and the millions it has 
most of its history - was to spent on lawsuits to protect 
warn that development work tts secrets and market doml- 
on Merced, the California nance. 

^jp amt-s nat generation Perhaps the most serious 
was uririrism of the booh is that 
rtmutog behind sdiedula watershed events ate glossed 
Would Mr Barrett’s bril- over. 

Hast b ut hani-drivmg prude- Jaetan arguably undents- 
cessorhave taken- such pre- timates the significance of 

“85"*“ . m IBM’s decision tobuild the 
Perhaps. Based on Tim first desktop PCs iroon Intel 

? Hcu> “^Processors; he dwells 

Andy Grove Bum the World’s on the rivalry between 
Aforf Successful Chip Com - Grove and AMD’s charts- 
SS must 21 16381 ** matic founder, Jerry Sand- 
^But* US' h . era: he underplays the ded- 

But maybe Intel has sive victory Intel won 

Iw* |e«sons against Motorola: and he 

a tout turn" 3- JS? Iargel y «nores what is per 
about-turn m 1994 when it haps Intel’s greatest achieve- 

5® J scovery men t - itsW^ tfthe 
a flaw m its Pentium proces- semiconductor mmufactur- 
sa y ing process. 

Jackson’s book begins But as Jackson's prologue 

says: ““Wmately thedSS 

Grow **22^ d ® bacle - 83 “g issue will be people. And 
J™? " Portrayed consis- it is people, not technologies 
teitiy throughout the book or strategies, who are the 
asan iron-willed, ruthless focus of this book." 

the^h^fef 11 ^ forife Intel won best cur- 

the choice of continuing to nmz business narrative 


TIM JACKSON 

HwpwCo flhn. jrti99,«a^s' ' 

A few weeks ago Craig 
Barrett took over as chief 
executive of Intel, the 
world’s largest semiconduc- 
tor group whose micropro- 
cessors provide the “brains' 
inside about 90 per cent of 
the installed base of 240m 
PCs in the world. 

One of his first acts after 
replacing Andy Grove - the 
driving force behind Intel for 
most of its history - was to 
warn that development work 
on Merced, the California 
chip giant’s next generation 
64-bit microprocessor, was 
running behind schedule. 

Would Mr Barrett’s bril- 
Kmt but hard-driving prede- 
cessor have taken- such pre- 
emptive action? 

Perhaps. Based on Tim 
Jackson’s biside Intel, How 
Andy Grove Bunt the World’s 
Most Successful Chip Com . 
pony, there must at least be 
some doubt 

But maybe Intel has 
learned important lessons 
since its humiliating 
about-turn in 1994 when it 
m i shandle d the discovery of 
a flaw in its Pentium proces- 
sor. 

Jackson’s book begins 
With a colourful description 
of the Pentium debacle, as 
Grove - portrayed consis- 
tently throughout the book 
as an iron-willed, ruthless 
doctrinarian - grappled with 
the choice of continuing to 
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Please join tke Financial Times and Booz-Allen & Hamilton in congratulating 
tbe winners of tke 1997 Glokal Business Book Awards. 


BEST BOOK ABOUT 
BUSINESS STRATEGY 
AND LEADERSHIP 



MacLtweduel im 

Management 

by Uwe-R&uld Muller 

Rudolf Haufe Verlag 
Contact: Harold Hander 
(4Q) 89 517-223 

BEST INDUSTRY 
ANALYSIS/ 

BUSINESS CONTEXT 


KA1SHA 


Inside tlie Kaiska 

by Philip Anderson & 

Noboru ibsbimura 

Harvard Business School Press 

Contact (001) 017496-1449 
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INTERNATIONAL CAPITAL MARKETS 


Europe turns its gaze to the US 


Date set 
for CBB 


GOy^NMOfT BONDS 

By Jeremy Grant in London 
and Join Labate fn Nov Yoik 

European markets barely 
stirred yesterday as the rip- 
ple effects of the UK's inter- 
est rate rise last week sup- 
pressed activity in gilts and 
continental markets turned 
their gaze to the US. 

Traders said the first half 
of the week is likely to 
remain quiet ahead of a 
speech to the US Congress 
expected on Wednesday by 
Alan Greenspan, Federal 
Reserve chairman. 

“What’s going to happen is 
that the focus will shift to 
the US as fhr as European 
bond markets are concerned. 
It’s going to be a week of two 
halves, 1 * said David Cole- 
man. chief economist of 
CIBC World Markets. 

Bond strategists said the 


recent flattening of the US 
yield curve between 10-year 
and two-year bands reflected 
the popularity of bonds. 

Phyllis Reid, international 
band strategist at Barclays 
Capital, said more recent 
signs that the spreads 
between the two maturities 
had flirted with zero - for 
the first time since 1988 - 
underscored that trend. 

“[Equity] valuations ver- 
sus bonds are looking quiet 
stretched, plus people are 
thinking [US] interest rates 
may be raised. That has 
affected the short end. And 
the long end Is supported by 
the low inflation environ- 
ment in the US.” 

US TREASURIES were 
mixed in quiet early trading. 
The 30-year bond, the bench- 
mark for long-term interest 
rates, was unchanged at 
104)1 at midday, yielding 
5.791 per cent. 


Ford launches 
DM2bn deal 


II^MTIOflAL BONDS 

By Edward Luce 

Ford Credit yesterday issued 
its largest benchmark to 
date in D-Marks, in a market 
clearly receptive to a rare 
visit from the corporate 
world. 

The DM2bn issue, one of 
the biggest corporate bench- 
marks in the currency, fol- 
lows large offerings by Alli- 
anz and Deutsche Telekom 
earlier this year. 

An official at Goldman 
Sachs, sole lead manager, 
said only 12 per cent of the 
deal went to German Inves- 
tors. Most of the paper went 
to European insurance and 
pension funds. 

“A lot of these fiinds are 
now treating the D-Mark as 
the euro and for many of 


them it was their first expo- 
sure to Ford,” he said. 

The 10-year, deal was 
priced to yield 46 basis 
points over the equivalent 
bund - a couple of basis 
points inside the secondary 
spread an its existing dollar 
benchmarks. 

SEAS HELL SECURITIES, 
a special purpose vehicle set 
up for Banco del Salento, a 
regional Italian bank, 
launched Italy’s first 
mortgage-hacked bond yes- 
terday in a L365bn offering. 

The two-tranche issue, 
which included roughly half 
the total residential portfolio 
on Banco del Salento's bal- 
ance sheet, follows similar 
debut offerings by Swiss and 
German hanks recently. 

“This is going to be a very 
lively sector in Europe," said 
an official at Lehman 


Among short-term issues 
the 10-year note fBU & to 
100ft. yielding 5J583 per cent, 
while the two-year note was 
unchanged at 99E, yielding 
5584 per cent. 

Mr Greenspan’s testimony 
before Congress is expected 
to include comments an the 
Asian crisis and US growth 
prospects. 

Treasury prices had few 
economic reports to react to 
yesterday. The pace win pick 
up later in the week with 
fresh releases on retail sales, 
business inventories and 
producer prices. 

“If we gut the same news 
of strong growth without 
Inflation, I don't think weTJ 
get much of a change," said 
Terrence Pigott, head of gov- 
ernment trading at Daiwa 
Securities. 

Ms Reid said that in the 
absence of any strong mar- 
ket news, US government 


bonds would be testing lows 
on yields. “The key from 
here is whether we can get 
through the 5.75 [per cent] 
level on the 30-year [bond]. 
That’s going to be really crit- 
ical in terms of whether we 
push ahead in the near 
term.” she said. 

UK GILTS started higher 
but quickly retreated, with 
the 10-year September fixture 
settling marginally lower at 
109.42, down 0.03 points. 
Tr ading volume was a mod- 
est 31.000 contracts. 

“Finding enthusiasm was 
always going to be difficult 
this week. There are no 
Inflationary pressures, [eco- 
nomic] figures are in line 
with expectations and people 
have had their fingers 
burned last week," said 
Steve Andrew, gilts strate- 
gist at Merrill Lynch 

Producer prices data for 
May, released yesterday. 


were broadly in line with 
expectations. They rose 0.1 
per emit on the month, to 
give a 0.9 per cent year-on- 
year increase. 

The market was looking 
next to the British Retail 
Consortium's sales monitor 
for May. due late last night 
and industrial production 
data, expected this morning. 

“If it's another weak num- 
ber. it would cast some 
doubt on the Bank [of 
Englandrs rates decision, it 
would suggest that manufac- 
turing Is still in recession," 
said Mr Co leman of QBC. 

GERMAN BUNDS drifted 
lower in quiet trading as 
markets braced themselves 
for a rush of economic data 
this week. 

The 10-year September 
bund future settled 0.31 
points dawn in volume of 
220,000 contracts traded in 
Frankfurt 


New international bond issues 
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Brothers, joint lead with 
Paribas. 

EDIZIONE FINANCE, a 
holding vehicle for the 
Benetton family, launched a 
L600bn convertible bond. 


The five-year offering will be 
priced at a premium of 
between 38 per cent and 43 
per cent to Benetton’s share 
price today. It could reduce 
the family's stake in the 


company by about 6 percent- 
age points, to 63 per cent, if 
it is all converted to equity. 
The bond, which has a cou- 
pon of 2 per cent, was lead- 
managed by Deutsche Rank, 


injunction 

hearing 

By Pffidd Taft in Chicago 

A Delaware jury has set a 
date of July 6 to hear the 
request by Cantor Fitzger- 
ald. the US government 
securities broker, for a tem- 
porary injunction to prevent 
Market Data Conporation 
making technology available 
to the new Chicago Board 
Brokerage. 

CBB is a joint venture 
between between the Chi- 
cago Board of Trade, the big- 
gest futures market and Pre- 
bon Yamaxte, a Cantor 

competitor. It is planning to 
run an electronic system for 
the trading of ca sh govern- 
ment securities, an incursion 
into Cantor's tort and is due 
to launch the system just 
one week later, on July 13. 

Market Data Is a Cantor 
affiliate spun off from its 
computer programming 
department and now con- 
trolled by Iris Cantor, widow 
of one of the firm's founder. 

The legal battle over the 
Market Data technology 
comes as Cantor is sepa- 
rately looking to launch an 
electronic futures trading 
system, in conjunction with 
the New Yprk Cotton 
Exchange, one of the smaller 
Manhattan- based futures 
exchanges, which could cut 
into CBOT business if it 
gains regulatory approval. 

• The London International 
Financial Futures and 
Options Exchange achieved 
a record surplus in 1997, 
writes Edward Luce. 

Liffe, whose members vote 
tonight at an EGM on pro- 
posed reforms to the 
exchange, said its surplus 
rose by 56 per cent to 
£S2.l3m before tax last year. 

Under the proposed 
reforms Liffe will change 
from a mutual structure to 
being a “profit-centred" 
exchange. 


Merrill wins 
mandate for 
Turk Telecom 


By John Baitiaiu In Istanbul 
aid Jeremy Brant In London 

Turkey’s Privatisation 
Administration yesterday 
awarded the mandate to 
handle the flagship privati- 
sation of Turk Telekom, the 
government-owned tele- 
phone company, to a consor- 
tium of international invest- 
ment banks led by Merrill 
Lynch of the US. 

The long-delayed sale is to 
be the centrepiece of the 
government’s privatisation 
programme, which hopes to 
raise $12 bn this year. 

Hakki Sural, chairman of 
the government's tender 
committee, said that Merrill 
Lynch - together with its 
partners ABN Amro of the 
Netherlands, the UK’s Roths- 
child and ]S Yatirim of Tur- 
key - won the mandate 
because they submitted the 
lowest bid. beating consortia 
including Goldman Sachs, 
J. p, Morgan and Morgan 
Stanley, the New York 
investment banks. 

Mr Surel said the govern- 
ment expected to raise $2bn 
from the sale of 20 per cent 
of Turk Telekom to an inter- 
national strategic investor 
by the end of 1993. 

He said the consortium 
would then carry out a local 
and international initial pub- 
lic offering for a further 
19 per cent early in 1999. 

In addition, 10 per cent of 
the company, which employs 
75.000. would be transferred 
to the postal service and the 
remaining 51 per cent would 
remain owned by the 
government 

The government has 
already raised $lbn from the 
transfer of two mobile 
telephone operating licences 
followed by the $65 lm sale of 
the government's 12.3 per 


cent stake In ?S Bankasi. a 
big commercial bank. 

A banker front the win- 
ning consortium said the 
company appeared to have 
good growth prospects, given 
that only one in four people 
had telephones in Turkey. 

“I think It is much the big- 
gest thing in Turkey^ in 
terms of privatisation." he 

Another encouraging sign 
was that a draft law cover- 
ing the privatisation allows 
the telecoms company a 
degree of exclusivity as an 
operator until at least 2003 
but no later than 2005. 

The banker also said the 
deal could also help encour- 
age share ownership in a 
country with only about 
450,000 shareholders. 

Mr Surel said the govern- 
ment had already received 
expressions of interest in 
Turk Telekom from interna- 
tional groups such as SBC, 
the US telecoms group in 
alliance with Kpc Holdings 
of Turkey. France Telecom 
and Telefonica, the Spanish 
telecoms operator. 

He said the winner would 
also be entitled to operate a 
third new mobile network 
with Turk Telekom. 

The privatisation of Turk 
Telekom was first proposed 
nearly five years ago. 
but has been repeatedly 
delayed by opposition in par- 
liament and legal challenges 
In the Supreme Court that 
forced successive govern- 
ments to dilute its full priva- 
tisation. 

Mr Surel said that 
although the operator would 
have a min ority stake, man- 
agement control would sub- 
sequently be enshrined in 
legislation and the authority 
of an independent regulator 
strengthened. 
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CURRENCIES & MONEY 


Yen inches to seven-year low 


mawetsrsmmtt 

By Danie) Dombey 

The yen finally edged past 
140 to the dollar yesterday, 
hit by continuing concerns 
about Japan's domestic econ- 
omy, East Asia and the pros- 
pect of little effective action 
to help the currency in the 
weeks to come. 

The yen's decline to a sev- 
en-year low against the dol- 
lar brought down a clutch of 
other Asian currencies, in 
particular the Australian 
and the New Zealand dollars. 

It had been increasingly 
anticipated in recent days 
that the yen would break the 
Y140 to the dollar mailt, but 
after touching Y 140.73, the 
Japanese currency strength- 
ened a little, to Y140-4. That 
compared with the previous 
trading day's level of Y139.6. 
The currency weakened a 
little farther in early US 
trading. 

This is a market that is 
very wary of getting caught 


unaware, and that makes 
intervention very hard. IT a 
market is characterised by a 
slow march, it is very diffi- 
cult to turn that march 
away." said Paul Chertkcrw, 
head of global currency 
research art the Wnw> of 

Tokvo-Mfoai h is hi 

Deputy finance ministers 
from the G7 group of indus- 
trialised countries are meet- 
ing in Paris today. But ini- 
tial speculation that the 
ministers would announce 
steps to bolster the Japanese 
currency has been mated. 
Instead, they are expected to 
work an the details of help- 
ing Russia through its finan- 
cial crisis. 

One of the main triggers 
for yesterday's decline was 
the release late last week of 
US employment data that 
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compared unfavourably with 
Japan's own anaemic econ- 
omy. But significant steps to 
help the economy are 
unlikely pwtn after July elec- 
tions to the upper bouse. 

Meanwhile, the yen also 
fell to a 5*/» year low against 
the D-Mark, at Y7&99. Bund- 
esbank President Hans Ttet- 
meyer said that "excessive” 
yen weakness was in no- 
one's interest and a succes- 
sion of Japanese officials 
queued up to defend the cur- 
rency. But the markets have 
grown used to shrugging off 
such comment s. 

■ The yen's travails brought 
the Taiwanese dollar to its 
lowest for ll years, drove 
down the Malaysian ringgit 
and the Thai baht and con- 
tributed to a rise in Hang 
Kong interest rates from &5 
per cent to 9.25 per cent. 

But most affected were the 
Australian and New Zealand 
currencies. On a day when 
its own markets were dosed 
for a holiday, the Australian 
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dollar hit a 12 -year low at 
$05973 in New Zealand trad- 
ing, down from $0,606. Both 
currencies have weakened 
against the yen over the last 
week. 

"In an environment where 
Asia is seen to be deteriorat- 
ing. the risk premium to 
invest in Australia is 
increasing. As interest rates 
are not increasing, the 
exchange rate has to fall 


enough to compensate." said 
Paul Meggy esi. senior cur- 
rency economist at Deutsche 

Bank. 

Over the last week, the 
country's central bank is 
estimated to have spent 
close to $L8bn in interven- 
tion. Some investors have 
also turned against the New 
ypaiand dollar because they 
dislike the Kiwi central 
bank’s mixture of exchange 
and interest rate targeting. 

■ The Bank of International 
Settlements, made up of the 
world's leading central 
banks, issued its annual 
report yesterday. It esti- 
mated that by October 1997, 
the daily turnover of trades 


■ OTHER CURRENCIES 

Jan B £ S 

Czh* 4540128 - 54KK333UXB0 - 311290 
Hutgay 347352 - 3*8231 213.160 - 213220 
tot 480150 - 490830300030 - 300003 
tan* 05001 - nans odom-obs 
tea 47285 - 4737B 18870 - 23010 

Mari 53115 - 55231 34380 - 14430 
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in the Russian rouble 
totalled SiaTbn, 18 times the 
figure in early 1995. Turn- 
over in the Indonesian 
rupiah doubled to $8.5bn 
over the same period. 
Among the emerging market 
currencies, only the Mexican 
peso and the Brazilian real 
were more beavily traded, 
but such turnover represents 
only a fraction of total mar- 
ket activity. 

■ In a modest way. Turkey's 
central bank broke the 
mould among emerging mar- 
kets yesterday, when it low- 
ered its overnight bid rate 
from 61 per cent to 51 per 
cent lira has benefited from 
upcoming privatisation, the 
prospect of delayed elections 
and mildly favourable noises 
from the IMF. 

Tony Norfleld, currency 
strategist at ABN-Amro, said 
Turkey wanted to slow down 
the pace of devaluation 
under its crawling peg 
regime, but in a measured 
way. 
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COAL MINING KERR-MCGEE SELLS JACOBS RANCH FOR $400m 


Rio Tinto to raise production in US by 40 % 


By Kenneth Gooding in London 
and N3dd Tatt In Chicago 

In a further shake-up of the 
US coal industry, Rio Tinto. 
the world’s biggest mining 
group, is to add more than 40 
per cent to its coal produc- 
tion in the country as a 
result of Kerr-McGee’s deci- 
sion to quit the sector. 

Kerr-McGee. the seventh 
largest US coal producer, is 
selling to Rio Tinto the 
Jacobs Ranch mine in the 
Powder River Basin of Wyo- 
ming for 5400m. It Is also 
selling its Galatia mine, 
which is in the Illinois 
Basin, to American Coal for 
S200m. 


Kerr-McGee says It will in 
future focus on its oil and 
gas and titanium dioxide pig- 
ment operations. 

The sales are the latest In 
a series of moves by inte- 
grated US energy companies 
to divest coal assets: earlier 
this year, for example. 
Atlantic Richfield sold its 
coal business to Arch Coal, 
the St Louis-based company 
formed from the merger of 
Ashland Coal and Arch Min- 
eral Corporation. 

Some new participants 
have also been attracted into 
the industry because of 
deregulation of the electrio- 
ity sector, which is moving 
utilities away from 


Rio Unto 

Shoe price {pence} 
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long-tenn contracts with 
coal supplies, and actively 
building up mine portfolios. 

American Coal is one of 
these, forming part of a pri- 
vately owned coal-mining 


group headed by Robert 

Murray, an industry veteran. 

Rio Tinto moved into US 
coal in 1993 to take advan- 
tage of US clean air Jaws, 
which are expected to boost 
demand for low sulphur 
coal It is already the fourth 
largest coal producer in the 
US and has seven mines, 

mainly In the Powder River 
Basin on the Montana-Wyo- 
ming border. 

Rio says demand for its 
Powder River Basin coal Is 
rising because it is low in 
sulphur. The second phase of 
the US's Clean Air Act. 
which wm come into effect 
in 2000. sets new pollution 
limits. 


Many power stations will 
either have to introduce 
emission control equipment 
or use low-sulphur coal Con- 
sequently, demand for this 
fuel is predicted to grow at 
twice the 2 per cent annual 
rate of total US coal demand. 

Last year. Rio Tinto's US 
coal mines produced 56.1m 
tonnes and had reserves 
totalling L4bn tonnes. 

Jacobs Ranch, an open pit 
mine, will add 24m tomes of 

steaming coal to annn^i out- 
put and is permitted to pro- 
duce up to 35m tonnes. 

It will also add 216m 
tonnes of recoverable lease 
reserves. Rio Tinto says 
there Is potential for at least 


another 800m tonnes of leas- 
able reserves. 

All Jacobs Ranch 1998 out- 
put is contracted to buyers, 
“and this level of commit- 
ment will continue for two 
further years," said Rio 
Tinto. Some 70 per cent of 
Tninp production is com- 
mited for sale to 2003. 

“We see considerable 
value in acquiring highly 
productive. low sulphur 
operations like Jacobs 
Ranch." said I-wtg h Clifford. 
chief executive of Rio Tinto 
Energy. 

Kennecott Energy, Rio's 
US subsidiary, would exploit 

synergies with its existing 
operations, “using technol- 
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Crude use of chemicals has exacerbated the effects of bad weather, says Derek Russell 


ogy to improve the efficiency 
of the operation and expand- 
ing its reserves as a step to 
inerogging production". 

Meanwhile, Mr Murray. 
AmCol president, said the 
Galatia mine would take 
annual coal production to 
around llm tonnes, and the 
group would add about 800 
people to its workforce. 
fairing the total to about 
2 , 000 . 

He said the new asset 
would give the group greater 
geographical diversity and 
offered solid long-term 
potential. 

American Coal plans to 
close the Galatia purchase 
nn or before June 30. 
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I ndia's cotton crop is facing 
increasing damage as pesti- 
cides fail to contain the 
spread of caterpillars. 

The last cotton harvest in 
India was a poor one. with a 
drop in the national yield 
from 16.8m bales of lint in 
1996-97 to 14.2m bales. 

India accounts for 29 per 
cent of the world's cotton 
area, but only 15 per cent of 
the total production. North- 
ern zone plantings declined 9 
per cent in the last harvest 
but there was no significant 
reduction in the national 
area planted with cotton of 
8.9m hectares. The yield 
decline is the result of a 14.6 
per cent drop in lint produc- 
tion per unit area. 

Much of the poor produc- 
tivity was caused by 
cyclonic rains in the north 
and a combination of 
drought at planting time and 
heavy rains closer to harvest 
in the un-irri gated centre 
and south. A cotton virus 
spread by insects also 
affected production in the 
north. 

However, caterpillars of 
the migratory cotton feeding 
American bollworm also 
caused an estimated £156m 
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of damage to cotton and 
other crops in 1996-97. 

The season's losses virtu- 
ally doubled. In several parts 
of central India, outbreaks of 
American bollworm criti- 
cally damaged developing 
cotton fruit. Leaf-feeding 
species added to the prob- 
lems later in the season. 
Around a quarter of produc- 
tion costs routinely go on 
pesticides, causing farmers 
to borrow heavily. 

Last year, Indian farmers 
sprayed pesticides up to 
15-20 times a season, often 
using cocktails of seriously 
toxic chemicals. 

But even such an intense 
chemical onslaught had 
little effect on pest numbers 
and In Andhra Pradesh and 
Maharashtra 141 farmers 
driven to desperation killed 
themselves, many by drink- 
ing the pesticides that had 
failed them. 

The failure to control pests 
was the result of inadequate 
and badly m«(ni»inpti spray- 
ing equipment. Pesticides 
are often poorly formulated, 
and farmers have only lim- 
ited advice, usually from 
local chemical dealers, on 
what and when to spray. 


However, the insects have 
become resistant to the pes- 
ticides. About 66.000 tonnes 
of active chemical pesticide 
are used in India each year, 
45 per cent on cotton. 

In India, the average dose 
across all crops Is about 
0.6 kg of pesticide a hectare. 
This is still trivial compared 
with Japan's 17 kg a hectare, 
but it has increased four-fold 
In the past 25 years (and 200- 
fold in the last 40 years) and 
is currently growing at 7 per 
Cent per annum. 

I n the worst areas, cotton is 
sprayed up to 25 times 
each season, although 
around eight times is more 
usual across the country. 
Repeated spraying of chemi- 
cals strongly selects pests 
that are resistant to the pes- 
ticides. 

UK government research, 
funded through the Depart- 
ment for International 
Development's Crop Protec- 
tion Programme has been 
working on insect resistance 
to pesticides in India for a 
numb® of years. 

It has shown that in 
heavily sprayed areas, the 
proportion of whltefly resis- 


tant to pyrethroid insecti- 
cides can rise from 20 per 
cent to 100 per cent in one 
season. In parts of central 
India. American bollworm is 
almost completely immune 
to the available chemicals. 

Insect papulations develop 
resistance to pesticides when 
a few individuals survive 
trea tment. As this resistance 
is genetically based, when 
these insects breed, their off- 
spring are better able to sur- 
vive and multiply, nntfl the 
majority of the population is 
able to survive even fre- 
quent spraying. 

More intense spraying 
only selects more highly 
resistant individuals. Several 
types of resistance have 
developed, based on the type 
of chemical and how it 
works. All these have been 
rising, especially since cheap 
pyrethroids became readily 
available In the early 1980s. 

There are a number of pos- 
sible solutions. Development 
of pesticides that act on the 
insects in new ways - for 
example by preventing thpm 
from moulting - are “tech- 
nological fixes" which will 
delay the problem for a 
while. 



Another approach is to 
grow genetically engineered 
cotton plants that produce 
bacterial tnvtrm that kin cat- 
erpillars. 

Resistance to even these 
new solutions will appear in 
due course, so the approach 
of the UK funded work is to 
work with farmers to “man- 
age" resistance. 

This can be done by com- 
bining a range of practices, 
such as the use of resistant 
varieties, seed treatments, 
selective and limited spray- 


ing of particular pesticides 
only when pest numbers are 
high, and the alternation of 
chemicals that work in dif- 
ferent ways to avoid the 
build up of resistance - inte- 
grated pest management 
with a resistance focus. 

Pilot villages using tTiosa 
practices are showing very 
encouraging results, with a 
reduction in chemical use of 
at least 40 per cent and yield 
increases of 20 to 40 per cent 
Last year, with its devastat- 
ing pest attacks, margins 




such as these are often the 
difference between modest 
profit and desperate loss. 

Farmers near the trial 
areas have been quick to 
notice and copy the tech- 
niques, which are also set to 
spread through formal gov- 
ernment channels. 

Although tMa is sadly too 
late for many hard pressed 
growers of Andhr a Pradesh, 
the adoption of these meth- 
ods should reduce the likeli- 
hood of such tragedy occur- 
ring a gain 
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Oil prices continued to fan 
yesterday os traders 
remained sceptical that 
Saudi Arabia would be suc- 
cessful in negotiating fur- 
ther cuts in production. 

All al-Naimi, Saudi oil 
minister, continued his tour 
of the Middle East in an 
attempt to persuade leading 
producers to add to the 
450.000 b/d cuts agre ed la st 
week in Amsterdam between 
Saudi Arabia. Venezuela and 

Mexico. 

Reports of the death of 
General Sani Abacha, 
Nigeria's military leader, 
pushed prices to the day’s 
highs but still beneath Fri- 
day’s close. Nigeria exports 
about 2m barrels a day. 

In late trading on Lon- 
don's International Petro- 
leum Exchange, the July 
contract for Brent crude was 
$14.49 a barrel, down 11 
cents on Friday’s close. 

Analysts say world sup- 
plies of crude remain too 
large and that production 
cuts of another lm b/d are 
needed to bring prices back 
to the $16-$18 level. 

Also yesterday. Iraqi offi- 
cials said their country had 
resumed oil exports under 
the fourth phase of the UN 
oil-for-food agreement 

On the London Interna- 
tional Financial Futures 
Exchange, cocoa fell in reac- 
tion to Friday’s US commit- 
ments of traders report 
which showed investment 
funds and speculators had 
longer positions than expec- 
ted in New York. The July 
contract closed down £10 at 
£1.060 a tonne. 

• Refined copper output is 
expected to drop by 100.000 
tonnes over the next two to 
three years, according to 
industry consultants 
Bloomsbury Minerals Eco- 
nomics, due to a lack of raw , 
materials . 
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Precious Metals continued GRAINS AND OIL SEEDS SOFTS 
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■ WHEAT per teae) 

Srtt Days Opa 

price dtanga Mgt Ln M U 

JW 7445 -0.15 7540 7540 42 1.138 

S*p 71x50 -025 - - - 188 
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MEAT AND LIVESTOCK 
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Sep 28735+1035 29200 275.00 129 1228 
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ACROSS 

1 Winner’s name (6) 

4 Go o ver to painting having 

taped against poetry (8) 

9 Nut put money on bridge 
Players (6) 

10 Is there an inclination to 
get away with ft? (8) 

11 Unconventionally, are not 
elaborately decorated (6) 

12 Hackneyed? We shall issue 
caution for listeners (4-4) 

13 Disagree with a glass of 
beer (3) 

14 Irish wine in France takes 
German name given to Ber- 
lin (6) 

17 Real conversion required 
before monk achieves 
noble state (7) 

21 Parisian work represents 
artist’s collective achieve- 
ment (6) 

25 Scottish Water left out - 
surprise expressed locally 

26 What spinner might deliver 
on holiday (15) 

27 Hardy shrub and partner 
( 6 ) 

28 Bad-tempered clergyman 
has Involved Home Office 

<*) 

29 Central heating dicky? I 
need something hot (6) 

30 The last out, an unknown 
quantity, acting furtively 
(8) 

Si Defo e’s hero from ship’s 
company, so to speak (6) 


DOWN 

1 Queen in a state (8) 

2 About to go over it with 
star, a notorious woman- 
iser (8) 

3 Obvious person to reveal 
additional meaning (g) 

5 Put on one’s plate at break- 
test? That’s more thought- 
less (6) 

6 Six having the necessary 
resources is feasible (8) 

7 Thick-skinned beasts take 

money on Sunday (6) 

8 Some of the other miners’ 
wives prefer fur (6) 

12 Struggle to secure black 

Tnagrria^ (7) 

15 Trying again to incorporate 

this joke (8) 

16 Leave old sticky stuff (3) 

18 Came across aforesaid fig- 
ure of speech (8) 

19 On fop of every thing son’s 
working clothes (8) 

20 An occasion when consum- 
ers are expected to scoff 
(«) 

22 Doesn’t work very well 
with trousers (6) 

23 Pay no attention to foreign 
region ($) 

24 A painful experience of 
grid agreement C6) 

25 A slice of ihfc loaf is hardly 
likely to be thick (6) 
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Solution to Saturday’s prize 
Solution to yesterday’s prize 


PWale on Saturday June 20. 
puzzle on Monday June 22. 
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LONDON STOCK EXCHANGE 


Footsie takes cue from Wall St to rise above 6,000 
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MAfiKETREPORT 

By Peter John 


The London stock market 
shrugged off last week’s 
interest rate rise and any 
signs of inflation in the lat- 
est economic data. 

Instead, it took its cue 
from New York where on 
Fridas' the Dow Jones Indus- 
trial Average proved indif- 
ferent to the inflationary 
implications of strong 
employment figures to move 
back above 9,000. 

The FTSE 100 index moved 
forward smartly from the 
beginning and was trading 


more than 60 points higher 
after the first hour. 

It disregarded producer 
prices data for May, which 
showed that the prices of 
goods and raw materials 
coming Into factories were 
marginally higher compared 
with expectations of a slight 
fall. 

Then it received another 
leg-up after Wall Street 
opened. The Dow was lifted 
by news that Wells Fargo 
and Norwest are merging 
and Footsie finished 90.5 
points higher at 6,037.8. 

At that level, it is within 
easy striking distance of the 
closing peak of 6,105.8 


achieved In early April. 

And the overall market did 
reach a record high. The 
FTSE All-Share index ended 
the day 35.30 higher at 
2,868.10. more than 20 paints 
above the previous peak on 
April 6. 

The surge was not, how- 
ever, hacked by significant 
turnover. Final volume of 
874.6m shares by the 6pm 
cut-off point suggested the 
gains were based more on 
technical price rises than a 
genuine return of buying. 

Additionally, the lateat 
monthly investment survey 
from Merrill Lynch showed 
that, while funds continued 


to be enthusiastic buyers of 
UK government bonds and 
were still positive cm conti- 
nental equities, they were 
neutral on British shares. 

The survey, published yes- 
terday, pointed out that UK 
fund managers bad, instead, 
become aggressive buyers of 
overseas bonds, probably 
focusing on US Treasuries. 

That preference for gilts 
over equities reflects the 
view of the UK economy. 
Fund managers forecast that 
gross domestic product 
growth in Britain would 
slow to L8 per cent in 1999 
and headline Inflation would 
ease to 2.8 per cent next 


year from 4 per cent now. 

On the other hand, says 
Credit Suisse First Boston, 
institutional cash holdings 
are still "abnormally high 
given the low interest rate 
environment that prevails" 
even though they have come 
down from 6 per cent in the 
first quarter to 55 per cent 

If there was fundamental 
support for the market, it 
was in pharmaceuticals 
stocks. Last week’s news 
that Astra of Sweden is get- 
ting out of Its joint venture 
with Mock has been inter- 
preted as clearing file way 
for a strategic mo ve. 

The second-line FTSE 25Q 


index rose 25.7 to 5,960.3, 
helped by continuing enthu- 
siasm for a Mirror bid and 
the latest activity in the 
brewing sector, where Vaux 
has anno unced an approach. 
The SmaUCap closed 7.3 
higher at 2,782.7. 

The general strength 
across the market indicated 
that investors were taking 
the view that last week’s rise 
in interest rates was merely 
a spike. 

There was no obvious shift 
into more domestic issues 
and no flight into defensives, 
although some of the phar- 
maceuticals' gains might 
have had a defensive tint 
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Takeover 
talk lifts 
drugs 

COMPANIES RETORT 


£17.14 with dealing in nearly 
5m shares. 

Analysts also attributed 
some of yesterday's buying 
to a demand for defensive 
stocks following last week's 
rise in UK base rates. 

Bid speculation drove 
regional brewers, as develop- 
ments were awaited follow- 
ing the approach to Vaux, 


By Joel Hbazo aid Martin Brice 

Continued speculation about 
consolidation in pharmaceu- 
ticals helped keep the mar- 
ket firmly fixed on stocks in 
the sector. 

With the reorganisation at 
Astra reviving speculation 
that the Swedish drugs 
group is preparing Its next 
move, talk of a tie-up with 
SmithKline Beecham helped 
boost the UK group's shares. 
They jumped 23V 5 to 692p. 

Heavy trading in the 
shares brought volume of 
19m, making it by far the 
most heavily traded individ- 
ual Footsie stock during the 
session. A broker recommen- 
dation also helped maintain 
interest 

However, for many close 
observers of the European 
pharmaceutical industry, 
Zeneca remains the most 
likely possibility for the 
Swedish giant 

The stock remained a good 
trade yesterday with turn- 
over reaching 12m by the 
close of business. The shares 
put on 32 to £26.60. 

The company is launching 
Zoladex in the UK for cou- 
ples who are currently 
undergoing fertility treat- 
ment. 

In the rest of the sector, 
Glaxo Wellcome rose 38 to 


one of the better FTSE 250 
performances. 

The hotels side of Vaux is 
seen as the prize a bidder 
would want, and shares in 
companies that have hotels 
businesses have risen 
strongly since the approach 
was announced. Foremost 


FT 30 INDEX 


was Thistle Hotels, which 
rose 7Vi to 20QVfap in volume 
of some 7.3m- Brewers that 
continued to benefit 
included Morland, up 12V& at 
470p and Young, up 30 at 
875p. 

Hotels group Stakis, seen 
as a potential bidder for 
Vaux, firmed to 133p. 

Some analysts have 
suggested a US investor may 
be behind the approach to 
Vaux. Recent research from 
Dresdner Klein wort Benson 
focuses on the impact that 
US real estate investment 
trusts (REITs) would have 
on the UK hotels business. 

Paul Slattery at the broker 
has told clients US investors 
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are likely to be attracted to 
UK hotels companies by 
their discount to the market 
and their historic under- 
performance. 

He has identified 10 Euro- 
pean companies that would 
be attractive to US REFfc: 
the list includes Vaux, This- 
tle and Whitbread, up 12 at 
£10.37. 

The forthc oming meeting 
of the FTSE Actuaries com- 
mittee prompted price move- 
ments as investors took a 
view an the likely outcome. 

Stagecoach achieved one 
of the best performances in 
the FTSE 250, rising 33% to 
£14.62%. It is seen as one of 
the stocks most likely to 
move into the Footsie. Senti- 
ment was helped by a report 
that it was prepared to take 
over tiie r unning of Nartholt 
airport in west London. 

Dally Mail & General 
Trust is also seen as a 
front-runner for promotion, 
and the A shares gained 30 
at £31.06. They have been 
trading on the Sets system 
since last Wednesday, when 
they entered the Eurotop 800 
Index. The ordinary shares, 
which have not moved to 
S ets, w ere off 15 at £30.95. 

WFP, also tipped for pro- 


CELEBRATING THIS YEAR’S BEST IDEAS IN BUSINESS 


The wait is over . . . 



''"mi 
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motion to the FTSE 100, was 
unchangwl at 423p. 

Likely candid ates for 
demotion from the FTSE 100 
to the 250 are Next, up 13 at 
575p; Wolseley, down 7V4 at 
405V4p: and Nycomed Amer- 
sham, UP 69 at £2059, helped 
by buy notes issued late last 
week. 

Rail track continued its 
strong run as it responded to 
positive broker comments on 
the probability of a benign 
outcome for the company of 
the government's forthcom- 
ing transport white paper, 
which is now seen as a 
potent driver of the share 
price. 

The stock gained 15 to 
£14.10, with sentiment 
helped further by confirma- 
tion of the anno uncement in 

April that the rail regulator 
has approved plans to 
upgrade the west coast 
mainline route, submitted by 
Railtrack and Virgin Trains. 

Diageo shows fizz 

Drinks giant Diageo appre- 
ciated 30 Yt to 756p an reports 
of a positive research note 
by Merrill Lynch and hopes 
of corporate action. The bro- 
ker is believed to have 
advised clients that the 
stock is worth around 81Qp a 
share. 

A recommendation from 
BT Alex Brown helped Reck- 
itt&Colman. The shares 
advanced 39 to £12.22. 

Property group British 
Land reversed initial gains 
on - a combination of profit- 
taking and same disappoint- 


ment on the growth in net 
asset value at the company. 

Although profits rose 39 
per cent Cram £91 ,2m to 
£127.1m and net asset value 
by 24 per cent to 992p, SBC 
Warburg Dillon Bead has 
trimmed Its profits forecast 
for the current year but still 
rates the stock a "buy”. 

However, ABN Amro only 
rates the stock a “hold" and 
is said to prefer Land 'Securi- 
ties, 7 off at 978p. British 
Land fell 4K to 665Hp. 

P anm are Gordon is 
reported to be firmly in the 
camp of the bears, rating the 
shares “overvalued". 

News that the Rolling 
Stones bad cancelled their 
British tour dates hit EML 
The shares gave up 7 to 525p. 

Gresham Computing, 
which has seen its share 
price quadruple since the 
tum of the year, was up 4 at 
104p as ft followed the pat- 
tern of strong growth in 
Information technology 
stocks. 

Its doubling of Interim 
profits prompted house bro- 
ker Henderson Crosthwaite 
to upgrade its fuB-year toe- 
cast by 16 per emit to 22.1m, 
where the software consult- 
ing company stood at 26 

trmaK pa mlng K ' 

Consumer electrical group 
Alba rose 21 to 216p after 
announcing a 29 per cent 
pre-tax rise to £12£m. 

Granada Group rose 9 to 
£12.08 ahead of Interim 
results tomorrow. Goldman 
Sachs expects profits to 
Improve 8 per cent to £263m, 
earnings per sharp to rise 4 
per cent to 19.8p and a divi- 
dend increase of 10 per cent 

The strong market trend 
helped banks. Abbey 
National jumped 28 to £11.08. 
Barclays put on 71 to £17.47. 

National Westminster rose 
28 to £11.28 but Standard 
Chartered was unloved, end- 
ing the session a penny ligh- 
ter at 7lQp. 

Bid talk encouraged 
Telewest Communications, 
which Jumped 7 to 128p, the 
best in the FTSE 250. 
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MARKETS 


emerging market focus 


Wall St strength outweighs yen concerns j n di a builds wall 

against fall-out 


W0RU1 OVERyiEW 

Equity Investors decided 
that the strength of Wall 
Street outweighed their wor- 
ries about the weakness of 
the Japanese yen. and 
pushed share prices higher 
yesterday, writes Philip 
Coggan. 

The US dollar Jumped 
through the Y140 level, a 
seven-year peak, in Aslan 
trading and was marginally 
higher against the D-Mark. 
The latter effect, at least, Is 


normally positive for Euro- 
pean stock markets. But in 
recent weeks, yen weakness 
has been seen as a potential 
threat to financial market 
stability, because of the pres- 
sure it might put on other 
currencies In the region. 

Sure enough, the Taiwan 
dollar slipped to an ll-yeor 
low and the Australian dol- 
lar hit a 12-year nadir. The 
region's equity markets also 
suffered losses, although 
they were modest by late- 
1997 standards. 


On the other hand. Asian 
currency and bonking sys- 
tem weakness may be giving 
a lift to western markets as 
investors in the region seek 
a safe haven In the form of 
dollar and D-Mark deposits 
and government bands. Such 
money seems likely to work 
its way eventually Into 
equity markets. 

And the effect of Wall 
Street's rise on Friday, 
which saw the Dow Jons 
Industrial Average jump 167 
points and climb back above 


the 9,000 level, simply could 
not be ignored. 

Yet another big banking 
merger - this time between 
Wells Fargo and Narwest - 
sent the US market higher 
again when it opened. 

In any case, European 
markets seem to need little 
excuse to go higher at the 
moment The usual batch of 
all-time highs was recorded, 
including bourses In Brus- 
sels, Frankfurt, Paris and 
Stockholm. 

The latest note from Maris 


Howdle, European strategist 
at Salomon Smith Barney, 
highlights the bullish case. 
“Continental European 
bourses are still rampant 
and threatening to break out 
from their flatter trading 
pattern since early April. 

“The reasons are plain to 
see. French and German 
bond yields have fallen 
below 5 per cant to their low- 
est levels for mare than 20 
years. Earnings growth 
expectations are rising. Cakh 
keeps flowing Into equity 


mutual funds. And merger 
and acquisition activity is 
running at extraordinarily 
high levels.” he said. 

While many European 
markets are flirting with 
record highs, it Is worth 
hi g hli ghting one that is at 
an all-time low - the tiny 
Slovak market where the 
Sax index dropped 2.05 to 
110.11. 

Two leading stocks - Slov- 

naft the oil r efiner , and Slo- 
vakofeima. the drugs group 
- prompt e d the fall 


Dow gains Dollar buoys Dax to record 
after $34bn its. 

bank takeover 


AMERICAS 


US shares made a positive 
start, helped by a further 
wave of merger and reorgan- 
isation announcements. 
writes John Labate m New 
York. 

The mood continued on 
the positive track created on 
Friday when the market ral- 
lied after the release of a 
stronger-th an -expected 
employment report. 

Banking shares pushed 
mostly higher as investors 
considered the $34bn take- 
over of Wells Fargo by 
Norwest. Wells' shares hard- 
ened Sift to S3 64 4 while 
Norwest plunged $2ft or 
more than 6 per cent to 
S37Vi. The Philadelphia 
Stock Exchange's banking 
index gained 6-28 to 856.54. 

By early afternoon, the 
Dow Jones Industrial Aver- 
age had climbed 30.89 to 
9,088.60. The broader Stan- 
dard & Poor's 500 index was 
2X1 higher at 1,11643. 

US Treasuries had a slug- 
gish start with the long bond 
unchanged at 104 U, yielding 
5.791 per cent. The main 
events for bond traders will 
be a speech before Congress 
by Federal Reserve chair- 
man Alan Greenspan tomor- 
row, followed by the release 
of retail sales and producer 
price reports later in the 
week. 

In the internet sector, 
America Online gained Sl% 
to S84ft after the company 


agreed to purchase an Israeli 
company for $287m. 

Tobacco stocks were 
mixed. Philip Morris climbed 
$ T /« to $39ft after Goldman 
Sachs raised the company to 
its “recommend list". But 
RJR Nabisco lost almost 7 
per cent or $1$ to $28V« after 
the company’s majority- 
owned food operation, Nab- 
isco, announced a major 
restructuring. Nabisco, 
which trades separately, fell 
more than ll per cent or 85ft 
to 540%. 

Sunbeam, the consumer 
products company, was hit 
by bearish media comment 
Sunbeam denounced the 
article, but its stock plunged 
7 per cent or Sift to $20ft. 

Texas Instruments suiiged 
6.5 per cent higher to fS4% 
on a report that it may sell 
its memory chip business. 
Intel, the leading semicon- 
ductor maker, fell $lft to 
$88% on news that the fed- 
eral trade commission has 
voted to launch an antitrust 
lawsuit. 

TORONTO was higher, led 
by strong gains in resource 
based stocks. The TSE-300 
composite index was 20.54 
ahead by midsession at 
7.528.77 with golds up 22 per 
cent 

Takeover target Pinnacle 
Resources jumped C$2.10 to 
C$15.20 on news that Ren- 
nalssance Energy had made 
a friendly all-share bid worth 
C$1 -lbn. Rennalssance lost 
C$2.05 to C$23.35. 


Clash depresses Mexico 


MEXICO CITY lost early 
gains os reports of a clash 
between the Mexican army 
and the Marxist guerrillas, 
the People’s Revolutionary 
Army, depressed shares. 

The IPC Index lost 28.67 to 
4,5?i59 as early gains made 
on the back of Wall Street 
were wiped out. Benchmark 
Telmcx was unchanged at 
21.45 pesos. 

SAO PAULO lost ground 


as Moody's revised Brazil's 
foreign currency debt out- 
look to a "negative”. Increas- 
ing the possibility of a rat- 
ings downgrade. 

The credit agency cited 
concerns over Brazil's wid- 
ening fiscal deficit. 

Investors were cautious 
ahead of the release of 
details for the Telcbras pri- 
vatisation and the Bovespa 
fell 35 to 10.334. 


Rate worries hit Jo’burg 


SOUTH AFRICA 

Weakness in the rand and 
bonds drained Interest In 
equities, and Johannesburg 
finished lower with the 
mood soured by renewed 
worries about a rise in inter- 


est rates. The overall index 
slipped 45.3 to 7,445.8 os 
Industrials gave up 14.8 to 

9.023.9 and financials lost 

69.9 to 13.337.3. Golds lost 
262 to 853.6. 

Anglo American Corp fell 
R9 to R214. 


The stronger dollar kept 
FRANKFURT afloat 
although trade remained 
thin with much of the day's 
activity said to be technical 
dealings. The Xetra Dax 
index extended its record 
run, finishing electronic 
trade 62J30 or 1.1 higher at 
5,787.05. 

Volkswagen succumbed to 
profit-taking after winning 
its bid for UK luxury car 
maker Rolls-Royce Motors. 
VW finished DM33.50 lower 
at DML516 as the company 
also declined to comment on 
rumours It was likely to 
implement the second 
tranche of Its capital 
increase soon. 

BMW, however, put on 
DM50.50 to DM2.031 and 
Daimler Benz DM1.60 to 
DM182.10. 

Among the winners, SAP 
rose DM27.80 to DM1.077.40, 

While Mann Bs mnnn jumped 
DM10.80 to DM1B5.80 on 
news that a consortium it 
leads has the option of tak- 
ing a majority stake in tele- 
phone operator Mannes- 
tnann ATCOr. 

AMSTERDAM gained 
ground with a bounce for 
Philips and the latest, seem- 
ingly final twist in the bid 
battle for Generate Bank of 
Belgium making for a busy 
session. 

News that Fortis Amev, 
the Belgo-Dutch financial 
group, had topped ABN 
Amro's offer for Generate 
Bank and effectively sealed 
the deal sent ABN up FI 1 or 
2J. per cent to FI 49 in 9.7m 
shares traded. In marked 
contrast, Fortis fell FI 2.90 at 
FI 118.30. 

Friday's late rally for US 
tech shares appeared to be 
the main drive behind a 
FI 6.50 gain to FI 188.50 at 
Philips. KLM shrugged off 
dull traffic figures for May. 
adding FI 1.80 at FI 77.80. 

Gucci advanced FI 5 to 
FI 99.30 after rival Italian 
fashion and accessories 
group Prada announced at 
the weekend that it bad 
taken a 5 per cent stake in 
the Amsterdam-Usted Gucci. 

At the close, the AEX 
index was 10.12 higher at 

1,213.23. 

PARIS was led to a record 
high by solid gains at mar 
ket heavyweights Renault 
and France Telecom plus a 
stellar performance from 
Cap Gemini, which rose 
more than 5 per cent. 

Renault gained FFr13.50 to 
FFr343.50 and France Tele- 
com FFrll.20 to FFr372.20. 
The rally for US tech shares, 
lifted Cap Gemini FFr47 to 
FFr910. The CAC 40 Index 
ended 17.55 higher at 
4,202.60. 


.180 . 



BRUSSELS pushed deeper 
Into uncharted territory, 
adding 12.86 to 3,834.01 on 
the Bel 20 index In spite of 
the sudden collapse of one of 
the biggest bid auctions ever 
seen in Belgium. 

Shares In Generate Bank 
tumbled BFrl,875 to 
BFr27,300 after ABN Amro of 
the Netherlands conceded 
defeat to the Fortis Amev 
financial group in the battle 
far control of the bank. 

Kredietbanh was said to 
have benefited from switch- 
ing out of Generals Bank, 
and rose BFrl,075 to 
BFT28.400. 

ZURICH was higher, 
although held back by 
Roche, and the SMI index 
finished with a gain of 43.90 
at 7,743.40. 

Roche fell as the com p an y 
announced it was with- 
drawing its Posicor drug 
from the world market The 
certificates lost SFr3Q5 to 
SFri4245 after the group 
said the drug Interacted 
poorly with some other com- 
monly used medications. 

The news came as a blow 
to Roche, still feeling the 
effects of delays in launch- 
ing Its Xenical anti-obesity 
medication onto the US mar- 
ket Novartis added SFi26 to 
SFrit539 on sector switching. 

Financials were strong, 
still enjoying the benign 
interest rate environment. 
UBS closed SFr42 higher at 
SFrt.,600 and SBC rose SET9 
to 5Fr5G9. Zurich Insurance 
firmed SFrlO to SFr990, 
Swiss Re climbed SFr36 to 
SFr3,457 and Baloise gained 
SFrSO to SFr3J560- 

Nestie also put in a strong 
performance with a rise of 
SFr38 at SFT3.248. 

MILAN rallied on news of 
the latest US banking 
merger, and the Mibtel index 
rose 235 to 24,455 with banks 
among the leading out- 
perfarmers. 

Mediobanca rose L668 to 
L24.729 on speculation over a 
possible tie-up with BCL BCI 
rose LI54 to L10.406 while 
Banco dl Roma, which until 
recently was seen as a poten- 
tial merger target, was up 


Weak yen sends Singapore lower 


ASIA PACIFIC 

Regional recessionary 
pressures and a sinking Jap- 
anese yen. which broke the 
Y140 barrier against the US 
dollar, sent SINGAPORE 
down 3.4 per cent. 

The Straits Times Industri- 
als Index sank 39.89 to 
1.1 28.57 as losing Issues 
swamped gainers 293 to 46. 
with 46 Issues hitting lows 
for the year. Among index 
stocks, Fraser and Neave 
lost 59 cents to SS4.70 and 
Singapore Press 40 cents to 
SS12J20. 

Banks were bit by bearish 
sentiment after Woe Cho 
Yaw. UOB chairman, was 
quoted as saying that a 
recession could hit Singa- 
pore in 1989 If the govern- 
ment did not act to stop It 
now. UOB lost 15 cents to 
S55.15. 

TOKYO was virtually fiat, 
with investors put off by the 
sinking yen. which foil to Its 
lowest level since June 199L 
ffruter reports. 

Investors were also cau- 
tious ahead of the Group of 
Seven deputy finance minis- 
ters' meeting in Paris, today 
and tomorrow. 

Some analysts said if G7 
nations would not jointly 
support the yen. it could 
hurt other regional curren- 


Stagapora 
Stmts Times h&n&tts 



cics and stocks. The Nikkei 
225 average finished 28.72 
lower at 15.294.71, having 
traded between a high of 
15,357.89 and low of 15.254.00. 

On the TSE's first section, 
turnover dwindled to 251m 
shares, against 290m on Fri- 
day. Lasers outnumbered 
gainers 670 to 401 while 167 
Issues were unchanged. 

The broad-based Topix 
inched down 3.58 to 1,198.36. 
while the Nikkei 300 was 
down 0.42 at 236.70. 

The weak yen continued to 
support exporters such os 
Sony, which climbed Y110 to 
Yl 1.420. and Citizen Watch, 
which rose Y12 at Y1.099. 
but the gains were limited. 

Nikko Securities, up R51 


at Y600. remained in demand 
after last week’s link-up with 
Travelers Group of the US. 

Kankaku Securities fin- 
ished at Y127 in active trade, 
agaLnst Thursday's Y102. 
white Dai-Ichi Kangyo Bank 
was down Y24 at Y840. 

Kankaku’s shares were 
suspended from trade on Fri- 
day when the brokerage said 
it would receive Y30bn from 
DKB through allocation of 
new shares. 

BANGKOK gave up l.S per 
cent on currency concerns 
and worries about finance 
company mergers and recap- 
italisations. The SET index 

lost 5.79 at 31237. 

The finance sector was 
heavily sold, losing 7 per 
cent, followed by the bank- 
ing sector, down 3 per cent 

Thai Farmers Bank lost 
Bt2 to Bt49 after it reported 
the absorption of its affiliate. 
Pbatra Thanakit, marked 
Bt3.35 lower at 8t7.90. 

WELLINGTON fell steeply 
as the New Zealand dollar 
had another worrying day in 
foreign exchanges, slipping 
to a five-year low against the 
US dollar. 

The 40 capital Index fell 
31.30 or 1.5 per cent to 
2.104.40. Fletcher Paper fell 9 
cents to NZS2.97. 

MANILA retreated 37J7 or 
1.4 per cent to 1.930.59 on the 


composite Index. Trading 
volume was minimal. 

Sentiment was mostly 
depressed by the weakness 
of the Japanese yen which 
dragged the peso lower and 
sparked worries about 
higher local Interest rates. 
PLDT lost 10 pesos to 9BS 
pesos and Benpres Holdings 
20 centavos to &8Q pesos. 

SEOUL gained ground as 
worries over strikes eased 
and the Kospi index rose 
4.35, or L3 per cent, to 346.88. 

Hopes that President Kim 
Doe-lung's visit to the US, 
which started last Saturday, 
would trigger foreign invest- 
ments also underpinned 
share prices. 

Blue chips gained ground. 
Kepco. the electric power 
utility, rose Won800 to 
Woni6,200 on news of its 
share buy-back scheme, 
while Kookmin Bank rose 
Woni70 to Won7,i70 and 
Korean Air Line Won495 to 
Won4,645- 

KUALA LUMPUR was hit 
by the weakening ringgit 
and the composite index 
closed below the psychologi- 
cally Important 500-point 
level The Index fell 7.26 or 
1.4 per cent to 497.79, led 
down by financial shares. 
Tenaga National lost 5 cents 
to MS5.75 while Sime Darby 
declined 6 cents to M$2 34. 


L37 to L3.662. 

Asslcurazioni Generali 
rose L1.462 to L50.8B4 after 
Morgan Stanley and Gold- 
man Sachs upgraded. 

MADRID closed margin- 
ally lower on technical trad- 
ing. The general index rose 
1.20 to 895.56 as Investors 
ignored the earlier strength 
on Wall Street 

Amper, the telecoms 
systems group, lost Ptal25, 
or 3 .3 per cent, to Pta2,675 on 
speculation that it could be 
dropped from the Ibex 35 
index. 

Profit-taking depressed 
Gas Natural, which had 
gained ground last week on 
news of an alliance with its 
partner Repsol and Amoco of 
the US. The shares flail 
Pta430 or 3.6 per cent to 
PtalL410. 

Endesa, the electric utility, 
dropped Pta95 or 2.7 per cent 
to PtaS,446. The government 


said It would Increase the 
number of shares offered to 
retail inv e sto r s to 80 per cent 
of the total offer In response 
to strong d e man d- 

STOCKHOLM closed at a 
record high pulled up by 
Ericsson, which benefited 
from the high-technology 
rally in the US. The general 
Index rose 4556 or U per 
cent 3,755.27. 

Ericsson was SKrS up at 
SK1230, along with Nokia of 
Finland. Profit-taking 
knocked Astra, the drug 
maker, down SKr3 or 1.4 per 
cent to SKrl6620. 

The company yesterday 
confirmed reports that it 
would buy out of its US mar- 
ket iolnt venture with 
Merck, news that last week 
triggered heavy buying. 

COPENHAGEN rallied on 
overseas buying and the 
KFX Index closed up 6.68 or 
2£ per cent to 23R88. Novo 
Nordisk, the biotechnology 
group, rose DKr25 to 
DKn,035, while Carlaberg 
added DKr8 to DKr496. 

Among east European 
markets, TALLINN tumbled 
7.5 per cent after the 
announcement that Maa- 
pank, Estonia's sixth largest 
bank, was seeking voluntary 
liquidation. The general 
index fefi 11.70 to 143.51, 
down 50 per cent from Janu- 
ary's high for the year. 

Written and edited by 
Michael Morgan, Jeffrey 
Brown, Bmitai Terazono and 
Peter Hall 


So much for hopes that 
Itidla's right-wing Bharatiya 
Janata party would be good 
for equities. In little over a 
month, Indian shares have 
lost about a fifth of their 
value - sliding on falling 
expectations, then crashing 
on nuclear tests, sanctions 
and a protectionist budget. 

The benchmark BSE-30 
Index, at <1322 on April 22, 
dosed yesterday at 3,416.73. 
a loss of 1.16 on the day. 

Latest figures from India's 

stock market regulator Sebl 
show a marked outflow of 
foreign investment In May, 
the month of the tests. But 
many investors opted to hold 
on anti] the budget to see if 
it contained reforms to off- 
set the effect of sanctions. 

These investors are now 
pining the market. Brokers 
say there is no sign of a 
panic stampede, and some 
Instances of bottom-fishing 
for undervalued stocks. 
However most foreign inves- 
tors are reducing exposure. 

US-led sanctions will hit 
the inflow of concessional 
fUnds, including World Bank 
loans, Exim funds and about 
$lbn in soft loans from 
Japan. 

Increased political risk is 
also expected to have a big 
impact on private capital 
flows. India is starting to 
look like “another Aslan 
problem market", said a 
Bombay Investment banker. 

India's Reserve Sank is 
under pressure to allow the 
rupee to Call farther to help 
exports, which are growing 
at a paltry 2 per cent The 
consensus view is that the 
rupee will depreciate to 
between Rs43 and Rs45 to 
the dollar by the year end, 
and possibly sooner. 

But there are also signs 
that some investors are fun- 
damentally rethinking their 
view of India's medium-term 
prospects. This follows what 
Surjit BhaHa, a Delhi-based 
economist, calls a "closed 
economy budget”. 

The budget Imposed a new 
tariff wall an top of India's 
existing duties, already 


frafia 



among the highest In the 
world. This reverses the pro- 
cess of bringing India into 
line with the global economy 
- and penalises those compa- 
nies which have done most 
to integrate with interna- 
tional ma rkets. 

Some Indian bankers say 
the higher tariffs were neces- 
sary to break a cycle of 
deflationary expectations 
and prevent a targe part of 
India's commodity Industry 
going to the walL 

But Andrew Holland, head 
of research at DSP Merrill 
Lynch in Bombay, says pro- 
tection only puts off the day 
of reckoning. It may delay 
restructuring, and hit banks' 
asset quality. 

India's active local specu- 
lators were also dismayed by 
the budget - though for dif- 
ferent reasons. “The market 
was expecting share buy- 
backs,” says Jaspreet Ahuja, 
director at Caspian Broking. 

The government may soon 
announce that It will allow 
share buy-backs after aQ. in 
an effort to bait the slide. 

This could trigger a mod- 
est rebound, concentrated on 
stocks with strong cash flow 
like Reliance and Bajaj Auto. 
But it Is not likely to faster a 
sustained recovery. 

Most analysts expect the 
BSE-30 to stabilise between 
SJfflO and 3,600 - with good 
news on nuclear talks the 
best chance for an upswing. 
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POWER TOOLS 

New markets and . 
services ^re the key 

pages 1-4 - 



BETTER BY DESIGN 

Energy efficient 

building 
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SNOUT OF AFRICA 

The oil industry has 
a new trough 
pages 7 & 8 



FOR THE PEOPLE 

US power, disarray 
and deregulation 
pages 9 & 10 


WORLD ENERGY 


As an Asian shiver runs through the sector, 
Peter Marsh says emerging economies, 
hungry for one of mankind's most sought 
after commodities, will take up the slack in 
equipment suppliers’ order books 

No shortage 
in the supply 
of demand 


The economic turmoil in 
Asia has set alarm bells ring- 
ing in the world's power gen- 
eration equipment Industry, 
adding to the mood of ner- 
vousness in a business hit 
hard by over-capacity and 
tough competition for new 
orders. 

Even so, all but the most 
pessimistic observers can 
spot the opportunities for 
growth in a sector linked to 
providing one of mankind's 
most sought-after commodi- 
ties - electricity - particu- 
larly in parts of the world 
struggling to increase stan- 
dards of living to western 
levels. 

While new electricity gen- 
eration projects In Asia wHl 
inevitably be hit by the 
region’s economic problems, 
demand for new power sta- 
tions in South America and 
eastern Europe is expected 
to remain strong over the 
next few years. 

However, there will be few 
easy pickings for makers of 
turbines, boilers and other 
generating equipment, a 
business valued at some 
$60bn a year, as customers 
become more cost conscious 
and demanding, in areas 
such as requiring new tech- 
nologies to cut pollution. 

The generating equipment 
market is do minated by the 
“big five" suppliers - Gen- 
eral Electric of the US, Sie- 

Generator* market share 


mens of Germany, the Swiss- 
Swedish ABB, the 
Anglo-French GEC-AIsthom 
and Mitsubishi Heavy Indus- 
tries of Japan. 

These companies control 
an estimated 76 per cent of 
the “new-build“ market for 
fossil and nuclear-fuelled 
power-station equipment, 
calculated according to 
energy output 

GE accounts for a quarter 
of the market though its 
share creeps up to more than 
a third (adding in equipment 
sold by GE affiliate compa- 
nies) for the fast growing 
gas-turbine segment of the 
business. The other main 
part of the industry com- 
prises steam-driven turbines, 
which can be fired by all, 
coal or nuclear energy. 

In the post year Siemens 
has leapfrogged , to number 
two in the generator equip- 
ment industry through its 
$1 -5bn takeover of the power 
generation business unit of 
Westinghouse, the US Indus- 
trial conglomerate. The deal, 
announced last November, 
requires the go-ahead from 
US anti-trust authorities 
which are expected to finish 
their inquiries this summer. 

The supplier end of the 
business also covers produc- 
ers of key components, such 
as boilers and burners, with 
a supporting cast of big 
international engineering 

Worid turbine market 
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Generator capioty growth 

By customer type, 1996-2007 (GW) 
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contractors. 

From a customer perspec- 
tive, the b usiness hna under- 
gone a huge change, as pub- 
licly owned electricity 
utilities, the old-style pur- 
chasers of generating equip- 
ment, become less impor- 
tant. They are being 
replaced, in many cases, by 
privately funded “indepen- 
dent power providers” which 
have come to the lore as gov- 
ernments relax rules over 
the private provision of elec- 
tricity. 

The changes have brought 
tougher cost competition, as 
the new private power pro- 
viders come under pressure 
from their financial backers 
to cut equipment prices - 
which in some countries 
have fallen by as much as 50 
per cent during tha-1990s. 

Adolf Hflttl, president of 
Siemens’s power generation 
division, says that a result of 
the tougher competition is 
that suppliers have been 
forced to take far more risks 
over big contracts than was 
the case a decade ago. For 
instance, customers are 
seeking to push on to the 
equipment makers more 
responsibility for guarantee- 
ing components, often not 
just for a brief warranty 
period but for the lifetime of 
the complete system, while 
also d emanding ever higher 
effi ci en cies and lower emis- 
sions. 

Nick Salmon, managing 
director of the power divi- 
sion of GECAlsthom. reck- 
ons, however, that price 
pressures on the supplier 
side of the industry are 
reducing, partly as a result 
of companies becoming more 
efficient 

The large excess capacity 
among equipment makers - 
which Mr Salmon estimates 
at 25 per cent - is not on the 
other hand, helping compa- 
nies to bring down costs as 
quickly as their customers 
mi ght like. 

While such trends on the 
hardware side of the indus- 
try are limiting profitability 
at most of the big suppliers, 
they also open up the pros- 
pect of equipment makers 
branching into maintenance 
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and service contracts of a 
kind which, in the past they 
rarely bothered with. 

Of Siemens’s DM9. 5bn 
($5u3bn) power systems sales 
last year, about a third came 
from service-related work, 
while in the case of GE, 
whose power division this 
year is expected to provide 
revenues of about J8tm, the 
proportion is more like a 
half. “We have changed the 
nature of our operations 
[towards more service] to 
reflect what the customer 
wants," says Bob Nardelli, 
president of GE’s power 
systems division. 

As for equipment demand 


fortunes? Long-term, it 
should not be too dramatic, 
says Earl Houpalahti. vice 
president of Ivo, the Finnish 
power group. “Asia will 
recover,' probably with more 
disciplined management, 


which will be good for the 
industry, " he says. 

Also, while countries such 
as Thailand and Indonesia 
have been hard hit, with 
some generator projects fro- 
zen or unlikely to go ahead. 


China, which accounts for 
about a third of the 47.2GW 
extra annual electricity 
capacity now being installed 
in Asia-Pacific, has been 
barely touched by the recent 
turmoil 


Annin Meyer, president of 
ABB Power Generation, also 
takes an optimistic view. He 
reckons the generator equip- 
ment market will grow 3 per 
cent annually in the next 
few years, with the down- 
turn in Asia compensated 
for by growth elsewhere, 
such as in Latin America 
and eastern Europe. "1 am 
convinced that in 3-3 years 
the big projects will come 
back." he says. 

Supplier companies will 
probably have to be more 
flexible in meeting future 
demand in Asia, according 
to Jukka Nyroln. chairman 
of Electrowatt, the Zurich- 
based engineering service 
company. "There will be 
fewer large greenfield pro- 
jects and more small indus- 
trial ones which may require 
different forms of finance." 
he says. 

“There is less money 
around and the industry will 
have to become more inno- 
vative." says Duncan Cox. 
chief executive of Mitsui 
Babcock Energy, a leading 
maker of cool-fired boilers. 

Elsewhere in the world, 
growth of generating capac- 
ity in South America looks 
like being particularly 
strong, driven partly by new' 
gas turbine and hydropower 
systems. According to Hag- 
ler Bailly. capacity in the 
region is likely to expand by 
about two thirds between 
this year and 2007, beating 
the 45 per cent growth 
expected from Asia over the 
same period, though from a 
smaller base. Even with this 
growth rate. South America 
is likely to account for only 7 
per cent of world electricity 
capacity in 2007, as against 6 
per cent in 1998. 
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according to Siemens, in 
1990 the Asia Pacific region 
accounted for just 20 per 
cent of the world's 2.830GW 
generating capacity. North 
and South America totalled 
37 per cent and western 
Europe 21 per cent 

By 2010, the German com- 
pany believes, Asia-Pacific 
will account for 33 per cent 
of the total. North and South 
America wifi provide 30 per 
cent and western Europe 17 
per cent. 

According to Hagler 
Bailly, a US energy consul- 
tancy, 52 per cent of the 
additional capacity being 
installed worldwide between 
1998 and 2007 will be con- 
trolled by the new breed of 
independent power compa- 
nies - which include US 
groups, such as Intergen, 
SE2 and Enron, plus the non- 
domestic operations of Euro- 
pean companies, including 
National Power. 

The trend will be particu- 
larly strong in North Amer- 
ica where, over this period, 
70 per cent of extra genera- 
tion will be Installed by 
these groups. In South 
America the figure will be 
even higher at 75 per cent, 
according to Hagler Bailly, 
while in Asia it will be 40 
per cent and in Europe 47 
per cent. 

The “unstoppable moves 
towards liberalisation" will 
mean IPPs will continue to 
exert greater pressures on 
the industry, says David 
Thomlinson, head of global 
power generation at Ander- 
sen Consulting, the consul- 
tancy. 

As for total orders of new 
generating equipment, Asia- 
Pacific is likely to constitute 
49 per cent of the world 
industry’s workload in 
1998-2002, according to Sie- 
mens, a fall on the compara- 
ble 51 per cent figure for 
1993-97. 

Siemens reckons world- 
wide plant orders will rise 
an average 2 per cent a year 
between 1993-97 and 
1998-2002, after G per cent a 
year in the previous five- 
year period. Later in the 
next decade, order volumes 
should pick up to 2.9 per 
cent a year. 

How serious will the Asia 
crisis be for the industry’s 
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Power generation equipment: the markets 


LATIN AMERICA • by Henry Tricks 


EASTERN EUROPE • by Stefan Wagstyt 


End of the dark age Determined to squeeze 


Liberalisation and 
liberal supplies of 
natural gas make 
for a promising 
future 


Latin America has become 
one of the world's most 
vibrant areas or growth for 
electricity generation equip- 
ment suppliers as the region 
seeks to emerge from the 
“dark age" of black-outs and 
smog-belching power plants. 

Governments across the 
region are loosening their 
grip on an industry long 
plagued by supply bottle- 
necks and funding short- 
ages. To the benefit of con- 
sumers. the sub-continent is 
:ilso waking up to the fact 
that it is sitting nn an abun- 
dance of cheap and compara- 
tively clean natural gas. 

Private power providers 
have flocked into Latin 
America to take advantage 
of the liberalisation under 
way in the industry, seeking 
to build mostly combined-cy- 
cle thermal plants that con- 
sume natural gas. 

lu South America, the 
trend is weakening the 
long-standing reliance on 
jumbo hydroelectricity pro- 
jects that, eventually, pro- 
vide low-cost power but also 
generate complex environ- 
mental problems, displaced 
communities and huge 
start- up costs. 

In Mexico, the state-owned 
oil company Pemex has 
sought to stop Daring off the 
natural gas it produces at its 
off-shore oil wells and to use 
it instead to replace the sul- 
phurous fuel oil it has long 
used in power generation. 

Industry analysts say the 
burst of power generation 
activity has been set in 
motion by a revival of most 
of tbe economies in Latin 
America after the “lost 
decade" of the 19SGs and by a 
spate of privatisations and 
concessions. Suppliers are 
also looking hungrily at 
Latin America’s underuse of 
energy, compared with 
developed countries. 

According to Horst Lun- 
ger. Latin American head at 
Siemens of Germany, a main 
power generation equipment 
manufacturer. South Amer- 
ica used 1.600 kilowatt-hours 
per capita in 1995. which is 
expected to rise to 1.900 
hours in 2000. In the US. the 
figure is currently around 
13.000 kilowatt-hours. 

As industrial activity in 
the region gathers steam, 
demand overload has been 
blamed for blackouts in the 
lasl year from northern 
Mexico to southern Brazil. 
On one evening. Venezuela 
was plunged into darkness 


by a nation-wide power fail- 
ure after a generator blew at 
El Guri. the world’s second 
largest hydroelectric plant. 

Fears of supply bottle- 
necks have goaded the two 
main power markets of Bra- 
zil and Mexico into an ambi- 
tious catcb-up campaign 
with countries such as 

Argentina and Chile, which 
pioneered regional reforms 
in electricity generation. 

Brazil expects to raise 
$45bn in asset sales of state- 
owned power distribution 
and generation companies. 
The government has said it 
needs to expand power gen- 
eration by 3.000 megawatts a 
year - at an annual cost of 
some JTbn - just to keep up 
with growing demand. 

Mexico, which awarded its 
first plant under the “Inde- 
pendent Power Provider” 
scheme to a private consor- 
tium last year, has plans to 
raise $13bn in private invest- 
ment in power generation 
over the next 10 years. The 
programme will help boost 
capacity by almost 50 per 
cent, the bulk of which 
would be via natural gas- 
fired turbines. 

In Brazil, where natural 
gas currently accounts for 
just more than 2 per cent of 
power generation, officials 
hope the Ggure will increase 
to 12 per cent by 2010. 

“Latin America continues 
to be our best market out- 
side the US and that point is 
further amplified by the 
issues still plaguing the Asia 
market.” says David Pacyna, 
director of Latin American 
marketing and sales at 
Westinghouse Electricity 
Corp of the US. 

Much of the growth he has 
seen in the last year has 
been in gas-turbine technol- 
ogy. a development he puts 
down to several factors: 

• In the last three to five 
years, there has been a need 
to get generation “on-line" 
quickly. Natural gas-fired 
power stations are quicker 
to set up than hydroelectric 
plants: 

• The El Nino weather phe- 
nomenon. which has 
brought drought to parts of 
Latin America, has exposed 
the risks in places such as 
Colombia of relying too 
heavily on hydroelectricitf: 

• Natural gas is abundant 
in many parts of the 
Southern Cone and can be 
piped to where it is not 
available. It is also relatively 
low-cost compared to other 
Fossil fuels. 

Tile availability of the fuel 
has produced plans for a web 
of cross-border natural gas 
pipelines, especially in the 
Mercosur trading blue where 
Argentina provides gas to 
Chilean power generators 
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Dam shame: the tide is turning against hydro-power ap 


and Bolivia plans to pipe it 
to Brazil. Companies in 
Argentina are also planning 
to sell surplus electricity to 
Brazil, as is Venezuela. 

In Mexico. IPPs tap natu- 
ral gas piped south across 
the US border, though they 
are hit by a 5 per cent tariff 
that industry officials hope 
will be scrapped this year. 

The hive of activity 
reflects an industry that par- 
ticipants say has mamm oth 
potential. U is not immune 
to problems, however, espe- 
cially due to regulatory 
shortcomings and funding 
constraints. 

"Project closings are drag- 
ging along. They’re not hap- 
pening on the schedules that 
anybody would predict and 
that puts a strain on us sup- 
pliers.” says Mr Pacyna. 

In Br azil- analysts say the 
problems include state and 
federal laws that chafe 
against each other and make 
regulation a legal minefield. 
In Mexico, distribution is 
still in tbe hands of a state 
monopoly, the Federal Elec- 
tricity Commission (CFE). 
and it has put onerous bur- 
dens on companies to pro- 
vide specific technology as 
part of their bids for the IPP 
projects. “You can’t read 
more than two pages of the 
bidding documents without 
dosing off.” one official says. 

Natural gas supply in the 
country’ is the exclusive 
domain of Pemex. the state 
oil monopoly, which may be 
a disincentive for investors. 
“One of the things that has 
made people shaky in terms 
of building these kinds of 
power plants in Mexico is 
the idea of the fuel business 
and how it’s still pretty regu- 


PROFILE 


General Electric 


Service a profitable extra 


The redirection of technical 
resources towards servicing 
existing plant, rather than 
simply building new ones, 
has been under way for the 
past two years at General 
Electric, the US company 
which is the world's biggest 
electricity plant producer. 

This quiet revolution 
mirrors what Is happening 
in much of tbe rest of the 
world power generation 
Industry. And it reflects 
economic realities as orders 
Tor new equipment became 
harder to win at a time of 
intense competition. 

Owners of power stations 
and transmission hardware 
are continuously seeking to 
extract more use out of 
their assets. Often, they are 
keen to “outsource” this job 
to external companies 
rather than do it 
themselves. 

Of GE’s power systems 
revenues this year, 
expected to he more than 
$8bn. roughly half will 
come from service 
contracts, covering such 
areas as the management of 
output of complete power 
stations to ensure 
generating capacity is in 
line with expected loads. 

According to Bob 
NardellL president of GE’s 
power systems group, in 
the past 18 months the 
company has taken in 
SMbn of orders of this sort 
covering some 100 power 
plants worldwide. 

Large investments in 
engineering resources built 
around software and 
Intelligent monitoring of 
capacity and demand 
factors are a large part of 
this business, says Mr 


Nardelli. He took tbe top 
job in the power division 
three years ago after spells 
In other parts of GE’s 
sprawling industrial empire 
which covers an array of 
products from domestic 
appliances to jet engines. 

“This year wo will spend 
ap to $40m improving our 
servicing technologies, 
three times more than just 
three years ago. Now about 
one third of our engineers 
are involved in tbe service 
side of the business. wbUe 
10 years ago the number 
would have been dose to 
zero,*' he says. 

Mr Nardelli points out 
that the moves by the 
company into the service 
side of the business - 
helped by acquisitions such 
as the purchase this year of 
Stewart & Stevenson, a US 
gas turbine maker and 
service provider - are 
broadening nut 
considerably the part of the 
energy market with which 
its activities are connected. 

“As a result of these 
moves our “playing field” 
has increased from an 
equipment side valued at 
S40bn a year to a total 
market of some S700bn a 
year." he says. 

This is not to say this 
push to services Is taking 
GE's eye off the important 
equipment side. According 
to estimates by* Marketline, 
a London consultancy. GE 
and its worldwide associate 
companies, with which it 
has deals to use its 
technologies, account for 34 
per cent of the world 
market tor gas-turbine 
power systems calculated 
according to energy output 



Service provider: 
GE's Bob Nardelli 


Gas turbine systems are 
the fastest growing type of 
generator equipment 
because of their high 
efficiency and the greater 
popularity of gas as a fuel 
born of the worries about 
the pollution Gram other 
fossil fuels and the growing 
availability of natural gas 
from new fields. 

In steam turbines, 
normally driven by coal or 
gas, GB has 18 per cent of 
the market giving it an 
estimated 35 per cent share 
of the total world electricity 
turbine market, excluding 

hydropower. 

In the area of gas 
turbines, GE is spending 
about $4 00m on a project to 
impr o ve its most popular 
equipment, particularly 
with regard to increasing 
energy efficiency and 
cutting emissions of carbon 
dioxide and nitrogen 
oxides, gases implicated in 
global wanning. 

GE is also a big supplier 
of nuclear-powered 
generator systems, through 
its boiling water reactor 
technology. 


GE claims it sells over a 
broader geographical range 
than many of its 
competitors, with 
equipment sales (partly 
through affiliate 
companies) split roughly 
equally between the three 
main markets of North 
America, Asia and Europe. 

As well as being 
concerned with electricity - 
plants, GE also gets 
involved with toe needs of 
the oil and gas Industry 
through its Italian affiliate, 
Nuovo Pignone, which is a 
Mg maker of oil and gas 
production equipment for 
offshore platforms and also 
provides services such as 
matntimanrp and 
equipment monitoring. 

As for the power 
division’s internal 
operations, the group is - 
along with other parte of 
GE - a big promoter of 
internal m an ufac t urin g 
efficiency programmes 
undo- which It attempts to 
cot costs or the time for 

making components or 
complete systems. Through 
the company's so-called 
“Six Sigma” projects - 
equivalent to a production 
efficiency drive - Mr 
Nardelli says the power 
division has come up with 
savings of glOm in 1996 and 
895m last year. The projects 
are being organised in 
many of the company's 12 
production sites around the 
world. This year the 
savings, which flow 
through to profits after 
taking off the cost of 
running the programmes, 
should be $200m. 


Peter Marsh 


until the pips scream 


In the short-teim, 
refurbishment is 
the key but, 
long-term there is 
great potential 


lated," says Gilbert Casillas, 
a Latin American power 
industry analyst at Salomon 
Smith Barney. 

Mexican officials note that 
in the auctions of two IPP 
projects launched so far this 
year, there were more than 
50 enquiries for each of the 
bidding documents, indicat- 
ing strong potential interest. 

But funding, given the 
enormous capital demands 
in regional infrastructure, 
has emerged as a potential 
problem throughout Latin 
America. 

In tbe wake of Asia's cur- 
rency crisis, banks have 
been reluctant to lend to pro- 
jects in Latin America 
because of the losses they 
have been forced to bear on 
the other side of the Pacific. 

In Brazil, bankers say the 
privatisation of Gerasul, a 
vast electricity generation 
company, could be among a 
number of large-scale priva- 
tisations hit by financing 
shortages. Recently, the Sdo 
Paulo state government 
failed to find a bidder for the 
Bandeirantes power distribu- 
tion company. 

Against this backdrop, 
says Mr Casillas, it is no sur- 
prise that a $1.8bn project to 
build a 3000km natural gas 
pipeline from Bolivia to a 
plant in southern Brazil is 
raising eyebrows in the 
country beiause of its cost 

“It has dawned on the Bra- 
zilians that in order to get a 
relatively small chunk of 
energy from Bolivia, they 
will have to build a pipeline 
that will ultimately imply a 
more significant cost per 
unit of fuel delivered than 
they can get from Argentina 
right now." he says. 


The appointment of Anatoly 
Chubais, the former Russian 
first deputy prime minister, 
to the position of chief exec- 
utive of Unified Energy 
Systems, the country's domi- 
nant electricity generator, 
highlights how much Impor- 
tance is still attached to the 
power industry in the former 
Communist bloc. 

Even though the slump in 
industrial output since 1989 
has depressed demand for 
power, electricity generation 
and distribution still plays a 
big role in the economy. As 
the arguments over Mr Chu- 
bais’ appointment showed, 
electricity remains a very 
sensitive political issue. 

In most countries it 
remains the biggest Indus- 
trial employer. While almost 
every state has embarked on 
privatisation, none has com- 
pleted the process, with gov- 
ernments often reluctant to 
hand control of the supply of 
such an essential commodity 
to private owners. 

Also, In almost every 
country In the region, politi- 
cians retain great influence 
over electricity pricing, par- 
ticularly in defending subsi- 
dies for domestic consumers, 
sometimes financed by the 
government and sometimes 
by extra charges for indus- 
trial users. 

Meanwhile, there is con- 
stant pressure, from abroad 
and. increasingly, from local 
groups, to cut pollution. 
Arguments about nuclear 
power in the region are even 
more fraught, notably in 
Ukraine over the uncertain 
future of the blighted Cher- 
nobyl plant 

The combination of tbe 
fall in electricity demand in 
the early 1990s. political 
arguments and shortages of 
finance, has made the region 
less fruitful for power equip- 
ment suppliers than some 


companies originally expec- 
ted. For example, at ABB, 
the Swiss-Swedish engineer- 
ing: group which employs 
about 20,000 in the region, 
GOran Lindahl, the chief 
executive since January 
1997. is noticeably less 
enthusiastic about eastern 
Europe than his predecessor, 
Percy Baroevik, now ABB's 
non-executive chairman. 

Nevertheless. ABB 
remains strongly committed 
to tbe region, with sizeable 
operations in Poland, the 
Czech Republic, Russia and 
elsewhere. So does Ger- 
many's Siemens, which is 
very keen to develop its his- 
toric links with Russia. Gen- 
eral Electric of toe US and 
GEC Alsthom. the 
Anglo-French group, are also 
seeking business in tbe 
region, though neither has 
made investments in local 
production of power genera- 
tion equipment on the scale 
of ABB or Siemens. 

The most active business 
has been - and will almost 
certainly continue to be - in 
the refurbishment of exist- 
ing power plants to prolong 
working lives, increase ther- 
mal efficiency and cot pollu- 
tion. 

As Jeff St Peters, a Prague- 
based associate partner at 
Anderson Consulting, the 
management consultancy, 
says: “People in tbe region 
are technically very skilled. 
They know how to squeeze 
the last drop out of a piece of 
equipment. Hiey have done 
it for years with their cars 
and try to do it with every- 
thing else.” 

However, tbe recent recov- 
,ery in industrial output in 
central Europe, notably in 
Hungary and Poland, is 
steadily creating demand for 
new power plants. With a 
shortage of local capital, this 
is providing opportunities 
for foreign investors, partic- 
ularly for west European 
utilities including National 
Power of the UK, Electric! te 
de France of France and Bel- 
gium's TractabeL 

In Poland, the key ques- 
tion concerns the loss-mak- 



Tainted: the shadow of Chernobyl hangs ®. ver .^^“£ v 
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industry. The government is 
considering cutting subsidies 
to. and employment in, tbe 
industry. In a move which 
would liberate the electricity 
market from its tie to subsi- 
dised coal and create oppor- 
tunities for investment in 
alternatives, such as gas- 
fired plants. Bui the coal 


erument has promised to 
close Chernobyl in 2000 - 
but only if the west help 
finance the $l.6bn comple- 
tion of two other Russian- 
built nuclear plants. Khmel- 
nitsky 2 and Rivne 4. The 
European Bank for Recon- 
struction and Development 
has vet to decide on whether 


industry, which stiff wields to contribute $300 m to the 
great political Influence, is controversial scheme. 


opposed to big cuts. So. the 
prospects of success for the 


In the meantime. Ukraine 
is starting work on a $750m 


^roment’s Initiative are shelter for the damaged 


not clear. 

In the Czech Republic and 


Chernobyl reactor which 
caught fire in 19S6 causing 


Slovakia, additional power widespread contamination. 


needs will almost certainly 
be met by the firing up of 
the Temelin and Mocbovce 
nuclear plants, despite Inter- 


In Ukraine and Russia the 
key challenges for the elec- 
tricity industry include rais- 
ing tariffs to commercial lev- 


national criticism. Slovakia's els and extracting payment 
Mochovce was due to start for power once it has been 


generating power at the supplied. 


beginning of this month. At 
Temelin in the Czech Repub- 
lic, construction has been hit 
by delays and cost-overruns. 
But the government consid- 
ers that the best financial 
option remains to complete 
the plant 

In Hungary, where power 
privatisation is particularly 
advanced, the government is 
seeking bids from foreign 


In Russia, total arrears are 
put at more than $40bn. In 
both countries, only a small 
proportion of industrial 
users' bills are paid in cash 
- toe rest in barter. Electric- 
ity companies are locked 
into complex, inefficient and 
corruption-prone webs of 
d ealings Power plants swap 
electricity tor fuel - includ- 
ing nuclear fuel rods - or 


investors to build one or two anything else users can sup- 
snialler thermal plants, ply. such as steel, engineer- 


which would almost cer- 
tainly be gas-fired. 


ing components and vehicle 
tyres. In these circum* 


la Ukraine, debate about stances, foreign equipment 
the power sector is overshad- suppliers have limited scope. 


owed by arguments about although the potential 
the future of Chernobyl, remains as big as it was 10 


Under great international years ago. 


ASIA • by Frank Gray 


Fall-out focuses minds 


Economic crisis 
has spurred 
privatisation but 
hit equipment 
orders 


The political and economic 
turmoil gripping south-east 
Asia and the Indian SUh-CQD- 
tineni has shifted the atten- 
tion of independent power 
project groups to China, 
which is continuing its ambi- 
tious infrastructure building 
programme. 

China, through its State 
Planning Commission, is 
pledged to add at least 15,000 
megawatts (MW> per year of 
new capacity well into the 
next century. It hopes to 
have a total installed capac- 
ity of 290.000 MW by 2000, 
making it easily the most 
ambitious builder of power 
projects in the world. 

Tbe government has Indi- 
cated that some 20 per cent 
of this project business 
should go to foreign suppli- 
ers of plant and equipment. 
But, noting the foreign 
exchange problems currently 
besetting much of Asia, it 
has added that it needs 
increased technology trans- 
fer to increase the self-reli- 
ance of its own industries. 

China's needs were under- 
fined recently by Xie Shaox- 

iong, adviser to the Electric 
Power Corporation of C hina. 
He told a London conference 
that China is still only 85th 
in tbe world in per capita 
generating capacity. “There 
are still U countries with 
60m inhabitants without 
access to electricity. The 
problem of balance between 
demand and supply has not 
been solved.” 

Government policy now is 
to focus on large plant - 
nearly all of China's thermal 
generation is from coaL This 

means tbe promotion of high 
efficiency 600 MW units with 
strict restrictions on the 
expansion of small thermal 
plants. The power sector is 
forecast to grow at 5 to 6 per 
cent per year. 

In recent weeks China has 
granted significant contracts 
to western companies. The 
Anglo-Japanese Mitsui Bab- 
cock (MBEL) won a Zhon- 
ghua power project, a joint 
venture scheme involving 


local Chinese companies as 
well as Electricite de France 
and Hong Kong’s China 
Light and Power, the private 
sector utility. 

And National Power of the 
UK is investing S250m in two 
Chinese power schemes, the 
700 MW Changsha plant, in 
which it will take a 100 per 
cent stake, and the 250 MW 
Shaowu project, in which it 
is buying a 49 per cent stake. 

By contrast. India's out- 
look is now negative given 
the sanctions being brought 
against it by the US in the 
face of its and Pakistan's 
recent nuclear detonations. 
Its total capacity stands at 

87.000 MW, one-third of Chi- 
na's, and its plans to add 

10.000 MW per year in the 
next five years look certain 
to foil short. 

Nevertheless, the new gov- 
ernment has taken some 
steps to cut red tape - the 
biggest obstacle to new pro- 
jects. It has pledged to set up 
independent regulatory bod- 
ies for centrally-run power 
utilities and for state elec- 
tricity boards. It has also 
said it will extend its pro- 
gramme of sovereign guar- 
antees to revive its so-called 
“fast track" power projects. 

The collapse of Indonesia's 
economy effectively means 
that all new power projects 
are on hold into the next 
century. Indonesia has 10 
large independent power 
projects, mainly coal-fired, 
nearing completion but offi- 
cials from toe PLN, the state 
utility, say that plans to dou- 
ble capacity by 2005 have 
been shelved. 

Indonesia’s present total 
capacity is 29,000 MW. of 
which 20,000 MW falls under 
toe PLN banner and the rest 
is mainly “captive” power. 
Some 5,000 MW of new IPP 
capacity will be on line by 
2000. However, any IPFs that 
have not yet reached finan- 
cial close are suspmided. 

The government’s 
dilemma is that it cannot 
commission any schemes 
until Us currency stabilises. 
The rupiah is now 80 per 
cent lower in value agafnet 
the dollar than a year ago. 
Like Pakistan and Thailand, 
it Is pressing IPPs to renego- 
tiate the wholesale electric- 
ity tariffs at which the IPPs 
win sell power to the PLN. 


The tariffs are denominated 
in dollars, which means that 
the cost to the PLN has risen 
at least four-fold. 

In neighbouring Thailand, 
the government has had to 
delay the final sale of the 
Electricity Generating 
Authority of Thailand 
(EGAT), which had been 
planned for next year. Nev- 
ertheless, according to Piyas- 
vasti Amranand, secretary- 
general of the National 
Energy Policy Office 
(NEPO). much progress has 
.been made in the unbundl- 
ing process. EGAT has sold 
its controlling stake in Its 
private sector subsidiary . 
EGCO, and the country is 
through the first phase of its 
small and large IPP scheme. 
Some 13 EGAT thermal 
power plants remain des- 
tined for seQoff. though the 
timetable is now uncer tain 
Peak demand of 16.000 MW is 
likely to r emain steady for 
several years, say offic ial* 

In the Philippines, presi- 
dent-elect Joseph Estrada 
has pledged to complete the 
privatisation of the state- 
owned National Power Corp 
(Napocor) this year. Accord- 
ing to former Finance Minis- 
ter Roberto de Ocampo, the 
economic crisis has acceler- 
ated, rather than deferred, 
the need to privatise the util- 
ity. a view echoed by his suc- 
cessor Edgardo Espiritu. 

The intention is to break 
up Napocor into five to 
Seven subsidiaries for power 
generation and transmission 
and then auction them off to 
private sector companies. 
Napocor would likely keep 
control of transmission but 
by early next century virtu- 
ally all power generation in 
tbe Philippines would be in 
the private sector. 

Energy Secretary Fran- 
cisco Viray warns that the 
utility’s financial condition 
win deteriorate further if the 
privatisation is not carried 
out soon. Napocor requires 
about S1.4bn a year for 
power plants and other 
Infrastructure. 

In South Korea, the crisis 
has bad the effect of dislodg- 
ing state-owned Korea Elec- 
tric Power Co (Kepco) from 
its monopoly as an electric- 
ity supplier. Government 
officials have announced 
they are revising “pertinent 


regulations" to initiate the 
reorganisation of the utility 
and to allow foreigners to 
buy more than 50 per cent of 
stock in the power industry. 

In addition, one half of the 
total power plants to be cre- 
ated by 2010. or 15 new 
plants with a combined 
capacity of 6.350 MW. are to 
be constructed with private 
financing. 

Taiwan. which has 
escaped the crisis, has made 
a complete about face on the 
issue of privatisation. The 
state-owned Taiwan Power 
was firmly resisting privati- 
sation until the mid-1990s 
but has now swung round 
and is advocating the com- 
plete sell-off of the utility 
into the private sector - 
including its six nuclear 
power stations. Taipower is 
already buying power from 
new independent generators, 
which were allowed to set up 
their own plants several 
years ago and hopes to see 
privatisation - which will be 
open to foreign companies - 
completed by 2001. 

For equipment manufac- 
turers. the crisis has hit 
earnings in the region. Gen- 
eral Electric says that it has 
had to cut margins to the 
bone and diversify into 
equity holding in power 
schemes, through GE Capi- 
tal, and plant management 

contracts. “Given the energy 
needs in Asia, we are not 
disheartened.” says one GE 
official. “At least, not in the 
long-term.” 

Siemens, the German 
equipment manufacturer, 
predicts that Asian sales of 
plant and technical services 
will fall sharply this year. 
Udo Wagnere. a Siemens 
division manager, says that 
Asian incoming orders will 
Call to around DM200m from 
DMTSOm in 1997, mainly due 
to setbacks in South Korea 
and Indonesia. 

Goran Lindahl, chairman 
of ABB. also acknowledges 
lower demand from Asia, but 
believes that the crisis could 
provide an opportunity for 
more sourcing of ABB manu- 
facturers from the region to 
serve not only the Aslan 
market but western markets 
too. 

Frank Gray is editor of 
Power m Asia, an FT Enema 
newsletter 
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More than a quarter of the petrol you buy 
owes its existence to an idea and to late 
night scribbles in the notebooks of two Mobil 
scientists. They discovered that a synthetic catalyst 
(crystals the size of a speck of flour) could make 
crude oil yield far more petrol than ever before. 
Their breakthrough led to a process that is now 
being used in nearly every major refinery in the 


world. It has saved consumers billions of pounds a 
year and has greatly extended the Earth’s precious 
oil reserves. It has also caused Charles Plank and 
Edward Rosinski, who together hold 159 U.S. patents 
and whose careers epitomise Mobil’s commitment 
to science and technology, to be inducted into 
the U.S. National Inventors Hall of Fame. To learn 
more, visit our Web site at www.mobil.com. 
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Power generation equipment: the markets 


EUROPE » by Andrew Taylor 

One door closes, 


Liberalisation in 
the EU may 
provide a timely 
boost after events 
in Asia 

The European Union 
officially opens the door to 
competition in power mar- 
kets on February 19 next 
vpfir when member countries 
must open at least i quarter 
of their electricity market to 
other suppliers. 

Already, jockeying has 
begun among national and 
regiunal monopoly power 
suppliers as they seek to pre- 
serve a large share of home 
sales as well as trying to 
break into other markets. 

Big groups such as EdF in 
France. I mat ran Volma 
ilVOl of Finland, Vattenfall 
of Sweden. RVVE of Ger- 
many. National Power and 
Powertien of the UK. Elec- 
trabel of Belgium and End- 
esa of Spain are looking in 
spread their wings abroad, 
m tbe EU and in other coun- 
tries. 


Member countries, under 
an EU directive signed In 
December ltW6 must have 
introduced competition to at 
least a third of their electric- 
ity market by 2003. 

Belgium and Ireland can 
delay the first stage of the 
directive by a year and 
Greece by two years. 

The prospect of increased 
competition among genera- 
tors 3d Tit-ll aj suppliers 
should he good news for 
European power equipment 
producers, such as Siemens. 
ABB and GEC Alsthom, as 
they ponder the impact of 
the financial crisis on Asia, 
previously one of their big- 
gest growth markets. 

A host of Indonesian, 
Malaysian and Thai power 
projects are now under 
threat while large potential 
markets in India and Pakis- 
tan are still struggling to 
take otf. It remains very dif- 
fu ult to win permission for 
schemes in China the big- 
gest potential market of 
them ail. 

Competition for electricity 
supply in low risk stable 


European economies how- 
ever may be slow to develop 
which could restrict opportu- 
nities for new power station 
development by independent 
producers and others. 

Even in Britain, one of me 
most competitive electricity 
markets, there have been 
threats to stem construction 
of new gas fired power sta- 
tions in a bid to preserve a 
uuu'kel for domestic coal 
producers. A moratorium 
has been imposed on gas 
fired development while the 
British government conducts 
a review of power station 
fuel policy. 

An extension of the mora- 
torium Is strongly opposed 
by Enron, the US energy 
group, which has threatened 
legal action if its efforts to 
expand as an independent 
power producer are thwarted 
by ministers. 

Transitional arrangements 
in the EU directive allow 
member states such as Ger- 
many and Spain to protect 
domestic fuel markets if the 
introduction of greater com- 
petition can be shown to 


another opens 



pose a threat to security of 
supply. 

Enron has identified 
Europe as an important 
growth market for the 
group. Its growing invest- 
ments in the region Include 
joint ventures with Enel the 
Italian state electricity com- 
pany as well as important 
forays into former commu- 
nist controlled central and 
eastern European markets. 

Privatisation of electricity 
supply industries and 
encouragement of Indepen- 
dent power producers in for- 
mer communist countries 
may initially offer more 
opportunities for power 
equipment producers than in 
EU countries some of which 
may be reluctant to provide 
tbe necessary structures and 
support to stimulate compe- 
tition. 

The directive permits indi- 
vidual governments a great 
deal of latitude on how they 
introduce competition. Its 
wording represented a com- 
promise between countries, 
such as Germany and 
Britain, which wanted 


greater competition and 
those, such as France, which 
sought to protect the posi- 
tion of powerful monopolies. 

It therefore offers two 
routes to wider competition: 

• Negotiated third party 
access which would allow 
customers to buy electricity 
freely from domestic or for- 
eign generators. A fee is paid 
to the distribution network 
for carrying the electricity. 

• A single buyer system 
which would be more restric- 
tive. This permits a desig- 
nated national electricity 
buyer to retain control of the 
national grid and its own 
generating capacity as well 
as anting as an intarmAHiat^ 
In contracts between inde- 
pendent generators and sup- 
pliers. 

Critics argue that a single 
buyer, such as Electxidte de 
France, would learn the 
prices charged by competi- 
tors and undercut them. 

EC officials, however, 
insist such fears are ground- 
less. They stress that large 
industrial and commercial 
purchasers would still be 


able to negotiate directly 
with independent genera- 
tors. 

The enforced separation of 
commonly owned transmis- 
sion and supply operations, 
under separate manage- 
ments with separate 
accounts, also would ensure 
transparency and fairness of 
treatment says the Commis- 
sion. In cases of abuse, it 
would have the power to 
force recalcitrant states to 
open their markets. 

Initially, only large cus- 
tomers will be able to choose 
their supplier. Domestic con- 
sumers may have to wait 
some years for competition. 
A Europe-wide electricity 
market appears even further 
away. The different country 
approaches to implementing 
the directive *i«n seem likely 
to lead to a multi-track Euro- 
pean electricity market with 
liberalised markets, such as 
Britain and Scandinavia, 
already offering greater com- 
petition while, m France, tbe 
state controlled EdF seems 
likely to continue to domi- 
nate. 


As an interim measure. 
Germany is allowing its hun- 
dreds of municipally con- 
trolled local monopoly dis- 
tributors to adopt single 
buyer status in a move 
which will make it difficult 
for competitors to break inlo 
these local markets. 

Many customers. There- 
fore. will continue to ne sup- 
plied by their state owned 
suppliers which will con- 
tinue to control distribution 
networks. 


Pressure ou public sector 
finances, however, means 
that the move towards 
greater competition, 
although likely to be slow at 
first, will gain momentum. 
Powerful large industrial 
custom on. seeking to i ■educe 
cneir ptudti**fioii costs tu 

-uable them tn compete in 
world markets, will want to 
force the pace of change. 
Power equipment suppliers 
can only hope that they win 
benefit a lung the way. 



US • by John La bate . 

Greeted 
with a burst 
of apathy 


Deregulation's 
false start has 
spiked hopes of 
a boom in 
equipment sales 

The US power industry is on 
the verge of tremendous 
changes but to many con- 
sumers the movement to 
expand competition is off to 
a mixed start 
On the retail side, many 
consumers view tbe new 
regime of competitive mar- 
kets as confusing and. per- 
haps. irrelevant. In Calif- 
ornia, where deregulation 
went into effect in April, a 
meager 1 per cent of resi- 
dents chose to change power 
suppliers when given the 
chance, and that after mil- 
lions of dollars were spent 
by companies in advertising 
campaigns designed to 
entice them. 

Uncertainty at the retail 
level, however, has not 
stopped a flood of deals 
among utilities and indepen- 
dent power companies eager 
for a firmer foothold In the 
more competitive markets or 
the future. Utilities from 
other regions have leapt into 
California, outside their own 
regulated state markets, .to 
buy or plan power generat- 
ing plants. 

The key question whether 
power rates will really be 
reduced in the highest cost 
states, including California, 
is years away from an 
answer. 

California remains the 
watershed among states 
eager to expand competition. 
As in other areas touching 
on public pulley, all eyes are 
wut dung the successes and 
mistakes made by the coun- 
try's most populous state. 

Among the benefits power 
companies arc counting on 
in newly deregulated mar 
kets is the market's ability 
in quickly locate region* 
that have suffered from 
shortages or constraints in 
the power grid. 

An example is Enron, the 
S2ohn Houston-based inte- 
grated gas and electric com- 
pany. The company has a 
proposal for a new 500MW 
power generating facility in 
Pittsburg. California, a 
region of tbe state eager to 
expand its power services. 

Houston Industries, a S9bn 
integrated producer which 
serves customers in seven 
states, has only recently 
expanded operations into 
non-regulated power genera- 
tion by acquiring four plants 
in southern California. 

The company also has 
under construction a 4J30MW 
“merchant" power facility in 
Boulder City, Nevada. 

“This plant is really a 
product of the competitive 
market since It is being built 
on market economics with 
no guaranteed revenue 
stream or power sales," says 
Sandy Frubam of Houston 
Industries. 

When up and running late 
in 1999. the Nevada plant is 
expected to supply several 
western US states. Like its 
competitors. Houston Indus- 
tries Is tracking regulatory 


changes in other regions as 
well. “Our intention and 
strategy is to build a portfo- 
lio of non-regulated power 
generation assets in various 
regions." says Ms Fruham. 

For most of this century 
US energy consumers have 
lind nu choice when it came 
io which companies supply 
i heir electric power. The 
business ul distributing and 
generating power was regu- 
lated as natural monopolies, 
iu which more than a single 
source was considered ineffi- 
cient 

For the most part, the 
power distribution networks 
that deliver electricity to 
homes and businesses still 
operate as natural monopoo- 
lies. It is the other side of 
the business, power genera- 
tion. that is fast changing as 
a result of deregulation. 

In 1978 Congress began to 
chip away at the exclusive 
market power, opening the 
door for independent genera- 
tion companies to supply dis- 
tribution utilities. 

The modem era of deregu- 
lation was largely ignited by 
the Energy Act of 199-1. 
which picked up where the 
1978 act left off. quickening 
the pace of power generation 
liberalisation. 

Today, regulatory changes 
are taking place on two lev- 
els in tbe US. First, and most 
importantly, individual 
states have put forth a series 
or new competitive initia 
lives. 

Not surprlstngly, those 
states in the lead on com pet 
itive reform rank near the 
top of energy costs, such as 
California and New Hamp- 
shire. Thus far 18 states 
have pushed through some 
form of competitive change 
at the retail level. Another 
15 are said to bo con±>iderina 
similar changes in thn 
future. 

The rest, especially in the 
low cost regions of the 
.southeast and mid-ivesf. arc 
only in the early stages ot 
reviewing regulatory adjust- 
ments. Some oi the lowest 
cost state*, such as Idaho 
and Washington, have abun- 
dant hydroelectric resources 
and. as a result, little incen- 
tive to move toward more 
open markets. 

The other major force in 
energy deregulation is the ; 
federal government. Several 
bills remain in debate in tbe 
Congress and the Clinton 
administration has also put 
forth a proposal. Here, the 
thinking is that public safe- 
guards need protecting to 
ensure that such things as 
line maintenance, service to 
the most needy consumers 
and environmental safe- 
guards do not fall by the 
wayside in a newly competi- 
tive market. In spite of this 
raft of proposals, real prog- 
ress on the federal level has 
yet to happen. 

Perhaps the only sure 
thing to come from the cur- 
rent drive toward deregu- 
lated markets in the US is 
that regions will grow more 
diverse with regard to levels 
of competition. Whether 
they also grow more alike in 
terms of pricing and service 
is yet to be determined. 



They wouldn ’t have survived their migration 

if they couldn’t have stopped at their feeding grounds; 
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they couldn’t have stopped if construction 

on a nearby power plant had scared them away; 

the construction wouldn ’t have waited 
if not for the engineers of ABB. 
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The zero-energy 
building exploits, 
but does not 
damage, its 
environment 

Anyone who has fought his 
way along a crowded New 
York side walk at the height 
of summer may well have 
offered up silent thanks for 
the fine spray, that emanates 
from so many of the build- 
ings. While temperatures are 
soaring on the -outside, the 
air conditioning systems 
pump out their own cocktail 
of surplus moisture as they 
work overtime to preserve 
cool office space within. 

While the hot and both- 
ered of the modem city may 
enjoy this cooling byproduct, 
there are alternative, more 
natural sanctuaries from 
summer heat, typified by a 
Venetian church or Greek 
ta verna. Thick stone walls, 
carefully located windows 
and drapes and curtains pro- 
vide their own shade and 
ventilation. Just as comfort- 


nr 


able for visitors and a good! 
deal kinder to the -environ- 
ment than the air-condi- 
tioned office or apartment 

Far all the talk of road 
traffic pollution, it is build- 
ings that account for about 
half the total man-made CO* 
emissions. If. as seems, 
likely, governments find 
themselves having to make a 
serious attempt, to meet post- 
Kyoto emissions reduction 
targets, then the need to 
encourage natural farms of 
beating and cooling for liv- 
ing and working environ- 
ments will be high on the 
list of priorities. 

"There’s bound to be a 
resistance among thnap who 
like air conditioned build- 
ings but it is quite possible 
to achieve a comfortable 
internal environment 
through careful design and 
the use of natural materi- 
als," says Heinz Richardson, 
an associate with architects 
Jestico & Whiles. 

Having recently been 
involved in the design of 
what is set to become 
Britain’s first zero-energy 


public building. Mr Richard- 
son speaks from personal 
conviction. . 

The design in question is 
for a £5m council office 
development project for 
Hyndburn Council in Lanca- 
shire, a building which will 
be capable of generating its 
own ' ' renewable energy 
through wind, water and the 
sim. If aO goes according to 
plan, the local authority 
premises -will be a net con- 
. trfbutor to the national grid 
over the course of any one 


While Hyndhum’s archi- 
tects make the point that a 
building of this kind, benefit- 
ting as it does from the. right 
position and natural fea-. 
tures, costs no more than an 
equivalent development, 
there has : been the extra 
Incentive of EU funding. 
This amounts' to a £<50,000 
grant under the Vherraie 
scheme which awards fund- 
ing to energy conservation 
schemes in Europe. 

Jestico & Whiles's creden- 
tials in being selected for the 
project include plans for an 


eco-friendly refurbishment of 
Friehds of the Earth’s head- 
quarters in London and an 
innojvative building for the 
Hooding 21 housing associa- 
tion I in Beaconsfield, where 
natural light, beat and venti- 
latioh are the order of the 
day.f 

The Hyndburn site at 
Accrington provides a fitting 
backdrop to the energy con- 
servation agenda. A former 
coUlpry and railway, it is 
surniunded by the remnants 
or old cuttun mills and is 
adjaiient to a reservoir which 
helped to keep the wheels of 
the (industrial revolution 
turojng. The Jestico & 
Whiles’ design again uses 
the Reservoir as an energy 
source; this time to power a 
watey-to-water heat pump 
which will generate enough 
energy to provide perimeter 
heating in most areas. 

The rest of the building’s 
renewable supply will come 
from 'a single wind turbine, 
iucai^d on council-desig- 
nated] open parkland to the 
southj of the site, and a num- 
ber oil roof-mounted photo- 



Zero interest; the building will be a contributor to the grid 


voltaic cells whose solar 
power will itself provide 
around 35,000k Wh a year, a 
filth of the annual require- 
ment 

Cash incentives aside, the 
leap from energy efficiency 
to energy self sufficiency 
requires an act uf wfll and 
an awareness of a site's nat- 
ural advantages, says Mr 
Richardson. “One has to be 


specific about how energy is 
to be used and it's important 
to minimise everything that 
uses energy. In an office that 
comprises heat, light and 
computers. 

“At Hyndburn the walls 
will be of high thermal mass 
to minimise heat loss while 
a lighting control system 
will maximise the contribu- 
tion from natural daylight. 


The site also faces south and 
the reservoir is a natural 
heat exchanger." 

While developments such 
as Hyndburn maximise the 
potential for energy conser- 
vation, 75 per cent of the 
buildings needed in most 
developed countries over the 
next 50 years have already 
been built 

The task of maximising 


energy saving potential in 
these structures is already 
taking on a new significance 
in the wake of Kyoto, 
believes John Doggart. man- 
aging director of Energy 
Conscious Design. 

“The pressure Is partly 
financial but it is also a 
question of organisations 
wanting to meet new envi- 
ronmental controls and stan- 
dards," he says. "Increas- 
ingly people an* asking how 
a building measures up to an 
objective environmental 
standard and, if it falls short, 
they want to implement cur 
tain measures to improve 
the situation." 

An obvious first step, he 
says, is to appoint an energy 
manager whose drive fur 
greater efficiency is likely to 
achieve immediate savings 
of 30 per cent in fuel bills - u 
fair proportion of them at 
zero cost. 

Other measures include 
Improving a building's heat- 
ing and lighting controls and 
ensuring computers have r 
power-down sleep facility 
which is automatically acti- 
vated when they are not in 
use. 

“It’s a question oi looking 
to do the sensible things,” 
says Mr Doggart. 
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-Lrfast year in South Humber Bank, UK, one of the wonders ofjtechnology 
UiH^d with one of the wonders of nature and something wonderful happened. 


I 


collided with one of the wonders of nature and sometmng wonaenui nappenea. 

Nature survived. 

The largest combined cycle power plant in’ Europe wps under construction. 

Unfortunately, it was on a site adjacent to a feeding ground for migratory birds. 

Fortunately, the company doing the construction was ABB. You see, ABB is one company 
that's not only committed to the business of electric power generation, it’s also committed 
to the preservation of the environment. 

And it's a commitment that stretches from ABB’s senior management 
. all the way through to its subcontractors on the construction site. 

Which is why during the months between September and March, 
construction on the plant, which might have alarmed the migrating birds and 
prevented them from feeding, was abruptly stopped. 

The power plant, which is representative of modem power plant technology 
(highly efficient with minim a l impact on the surrounding environment), was finished 
only after the birds had completed their annual migration through the area. 

. . A fact that made English environmentalists very happy. 

Not to mention the birds. 


INGENUITY at work 



ENERGY PRICES • by Robert Corzine 

Complacent 
are caught 
over a barrel 


Big producers, 
notably in Opec, 
are struggling to 
cope with a 
falling market 

The steep fall in crude oil 
prices over the past seven 
months has exposed some 
basic - and often uncomfort- 
able - truths about the state 
of the world’s oil industry, in 
particular the ability of some 
of the main petroleum pro- 
ducers to weather relatively 
low prices. 

Although the recent price 
swing was sudden and 
extreme, volatility is not 
exactly a new phenomenon 
in cyclical commodity mar- 
kets such as ofi. 

And an a theoretical level 
at least, it can be argued 
that oil producers and com- 
panies should have used the 
two years of relatively high 
prices in 1996 and 1997 to 
prepare for a downturn, in 
much the same way that 
conscientious commanders 
use periods of peace to pre- 
pare for war. 

Since November last year 
prices have slid from around 
$19 a barrel for the bell- 
wether Brent Blend to 
around $14 a barrel. 

One of the more interest- 
ing issues to have been 
exposed by the steep price 
fall has been the degree to 
which many big oil produc- 
ers have become dependent 
on relatively high prices. 

Saudi Arabia, the world's 
biggest oil exporter and the 
dominant member of the 
Organisation of Petroleum 
Exporting Countries, is a 
dase in point. 

The kingdom talked tough 
in the weeks leading up to 
the signing;, in March, of a 
peace pact with rival Vene- 
zuela. upon which the pres- 
ent global production cut by 
Opec and non-Opec produc- 
ers was based. 

Its vow to be the “last to 
blink" should a global price 
war break out may have 
been genuine. 

But the Riyadh Pact, 
which also included non- 
Qpec Mexico, revealed just 
how vulnerable Saudi 
Arabia and some of the 
world’s other leading crude : 
producers have become to a l 
' downturn in the commodity 1 
cycle for oiL 1 

At the time of the Riyadh li 


recently observed that such 
countries have created what 
are in essence highly inflexi- 
ble and punitive oil tax 
regimes that cannn! 
quickly to a changing com- 
petitive landscape. 

Tough times have also 
1 highlighted the vulnerability 
a of some oil companies, 
e Not surprising!;* .-•xei'ti 
tr lives at the more sucuesstui 
e oil groups have been quick 
a to point out the deficiencies 
e of those who are suffering 
h most in the current climate. 
y Thierry Desmarest chief 
executive at Total oi France 
e says oil prices in the $lw-£20 
a range of 19B6-19U7 led to 
t “times that were too easy for 
i oil companies". 

■- He believes that average 
prices of $15 a barrel can 
1 still produce a stable and 
I profitable business environ- 
!- ment for efficient companies, 
e “If the Asian crisis is rela- 
l lively short-lived the indus- 
3 try, globally speaking, can 
] meet demand at $15 a bar 
t rel," he says, 
s That view will not be wel- 

- corned by Opec producers, 
although they can perhaps 

r take heart that the financial 
I squeeze that has strained 
their national budgets in the 

> first half of the calendar 
year has at least been felt 

- elsewhere in the oil world, 
i High cost producers every- 

■ where are hurting. 

i But Opec has shown this 

- year that it cannot sustain 
: for long the financial pain 

that would be required to 
i put paid to emerging corn- 

■ petit ors. 

Low oil prices certainly 
i deter the development of 
high cost oil reserves. 

But lower prices have so 
. far not deterred investors 

> from going ahead with plans 
to develop big reserves in 
the Caspian Sea region or 
the deep water areas off west 
Africa, perhaps the tw.i most 
prominent emerging >■> impel 
itors for Opec over the next 
decade. 

Low prices encourage oil 
companies to put a priority 
cm the development of those 
projects which combine 
potentially low production 
costs and Jong reserve lives. 

In recent weeks the man- 
agement of the giant Tengiz 
field in Kazakhstan made 
their first cash call to share- 
holders in three years, as 
low oil prices undermined 
their ability to fund one of 


Pact, Robert Mahro, head of the biggest international 
the Oxford Institute for developments in the Caspian 


Energy Studies and an inter- 
mediary among the parties, 
noted that Opec's threshold 
of price pain has shifted sub- 
stantially over the past 10 
years. 

"At $14 oil they [the big 
Mideast producers] are now 
hurting. At $12 or below 
they have to act" said Mr 
Mahro. 

There is a growing gap 
between lifting costs in the 
region (which can be less 
I than a dollar a barrel) and 
the minimum crude price 
needed to sustain the vast 
welfare state economies that 
have been created over the 
past 30 years. 

John Browne, chief execu- 
tive of British Petroleum, 


through internally generated 
revalues. 

Rut development spending 
on big non-Opec fields such 
as Tengiz is likely to con- 
tinue, say industry execu- 
tives. 

Managers of such fields 
will, however, seek lower- 
cost technical solutions. 

Guy Hollingsworth, head 
of operations at Tengiz, 
recently explained the logic 
behind maintaining invest- 
ment even In the fight of soft 
oil prices. 

“With a supergiant Geld 
such as Tengiz you get any 
Incremental production for- 
ever, simply because of the 
sheer size or the reservoir." 
he said. 
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RECENT FIGURES REVEAL ENVIRONMENTAL 

LAWSUITS hAVE REACHED 7,213 


OVER 500.000 TONS OF TOXINS HAVE 

BEEN DUMPED IN U.S. WATERS 
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Regional focus: West Africa 


The world’s oilmen are headirigto Africa, reports 
Robert Corzme, : anticipating huge profits and 
ignoring the technical and “local” difficulties 



Frequent air travellers can 
easily identify the world’s oil 
exploration hot spots by the 
long queues that develop 
outside departure gates for 
flights to some of the most 
unlikely destinations. 

At the moment airliners 
bound from Europe -'.to 
Luanda, the Angolan capita], 
are. jammed with oilmen 
from around the globe. They 
are flocking to what may 
prove to be the biggest petro- 
leum bonanza of the 1990s. 

In recent months a num- 
ber of big international oil 
companies have announced 
a series of world-class dis- 
coveries in the deepwater of 
the South Atlantic Ocean off 
Angola. Speculation is rife 
among oilmen that several 
other big finds have been 
made but are being kept 
under wraps. 

The excitement within the 
industry about the potential 
of deepwater Angola in par- 
ticular, and offshore West 
Africa in general, is palpa- 


ble. Ccmpanies wiiich have 
made big discoveries have 
quickly shifted- more'; 
resources and their top 
experts, into the area.. Over 
the course of the' nest sev- 
eral years tens of bflUons of 
dollars may be committed to 
the area's development! 

Angola ^ recently. launched 
a new licensing jound for 
three virgin deep-water' 
blocks, in which 'more thaw 
20 international companies 
are expected to compete. The 
excitement in' the interna- 
tional industry is such that ■ 
the- successful bidders may. 
have to pay □ on-recoverable 
signature bonuses of more 
than £Z00m to the Luanda 
government 

If the new exploration 
acreage proves to be as pro- 
lific as neighbouring areas, 
it could eventually allow 
Angola, which now produces 
730,000' barreb a day (bpd) to 
rival N%eria's 2m bptL 

Nigeria too has plans to 
expand output, although 


.exploration success in Its 
deepwater acreage has been 
patchy. But onshore in the 
'prolific Niger Delta the suc- 
cess rate in drilling wild-cat 
exploration wells is one . in 
two. among the highest any- 
where. 

Dan Etete, the minister of 
petroleum , resources, has set 
a production target of 3m 
bpd by 2002 and, even more 
optimistically, talks of out- 
put eventually reaching 4m 
bpd by 2010. But persistant 

gntna mmonl nnd ai^urwfing of 

the . state-owned Nigerian 
National Petroleum Corp 
(NNPC) is beginning to 
threaten expansion plans. 

The region’s oil boom has 
also affected some of its 
smallest countries. Seven 
years ago Equitorial finmaa 
was desperately poor, with a 
reputation ' for tyranny and 
corruption. But Mobil is cur- 
rency ptwtoctog 80,000 bpd, 
with plans to; invest $lbn in 
a farther, rapid expansion 
programme. 



Black gold rush: oilmen are flocking to take part in Africa's oil bonanza 


RUart Gtmman 


Gabon has grown rela- 
tively rich on the Rabi 
onshore field discovered in 
the 1980s. It hopes that deep- 
water exploration acreage, 
being offered to producers 
this year, will ensure that 
the oil wealth continues to 
flow even when onshore pro- 
duction begins to decline 
after 2000 or so. 

Although offshore 
operations are usually mare 
complicated and expensive 
than working an land, West 
Africa offers a relatively 
benign environment. Unlike 
the North Sea and the Gulf 
of Mexico, there is little dan- 
ger of severe winter storms 
or hurricanes. 


Many foreign companies 
also prefer working offshore 
rather than having to deal 
with the often chaotic condi- 
tions onshore. Frequent 
“community disturbances” 
and the occasional detention 
of foreign oil workers by 
angry villagers have bedevil- 
led foreign oil operations, 
particularly in Nigeria’s 
Niger Delta. 

Angola's recent history 
has shown that offshore 
operators can thrive even 
when the host country is 
engulfed in a protracted civil 
war. 

“Basically, we stay out of 
artillery range,” says one 
British executive in explain- 


ing the f und ame n tals of his 
company’s strategy for off- 
shore Angola. 

The real attractiveness of 
the deepwater, however, lies 
in its eventual productivity. 
Industry analysts speculate 
that the deepwater areas 
now being explored may pro- 
duce as much as L3m bpd by 
2006 or so, mainly from “ter- 
tiary plays". 

These result from under- 
water rivers that cut chan- 
nels into the sea bottom mil- 
lions of years ago. Geologists 
are keen to discover evi- 
dence of ancient rivers that 
laid down massive amounts 
of sand and short-lived algae 
in offshore “fans" that some 


experts believe may extend 
as far as 400 miles offshore. 

Wells in the most prospec- 
tive parts of such areas tend 
to flow at high rates, one of 
the most prized attributes of 
the deep water areas and the 
key to the economic viability 
of deepwater fields. 

But exploiting West 
Africa's deepwater potential 
poses significant technical 
challenges to the industry, 
as companies will be operat- 
ing at water depths that test 
the limits of present technol- 
ogy. 

Another complicating fac- 
tor is the absence in West 
Africa of an extensive shore- 
based support industry, such 
as those that serve estab- 
lished offshore areas such as 
the North Sea or the Gulf of 
Mexico. Nor does West 
Africa have a nearby market 
for natural gas. a by-product 
of oil extraction and one of 
the big problems facing oper- 
ators in the region, including 
those developing deepwater 
reserves. 

In recent years it has 
become increasingly hard for 
international companies to 
justify the extensive gas flar- 
ing that occurs in West Afri- 
can countries. In the past 
executives defended the 
practice by emphasising that 
there was no other way for 
producing countries to real- 
ise oil revenues unless they 
flared the unwanted associ- 
ated gas. 

But greater awareness 
about the possible impact of 


such flaring on global 
warming has caused some 
operators, such as Shell, to 
commit themselves to eradi- 
cating gas flaring within the 
next decade. 

Another problem racing 
foreign oil companies m 
West Africa is that oil pro- 
duction has often exacer- 
bated. rather than relieved, 
social inequalities in the 
region. The need to show 
ordinary people that oil 
development will not just 
enrich an dlte minority » 
increasingly understood by 
the international industry, 
although their responses 
have so far been relatively 
patchy and uncoordinated. 

Even though many compa- 
nies feel uncomfortable in 
entering an area which has 
traditionally been seen as 
the exclusive preserve of 
government, some tentative 
first steps have been taken. 

Several companies, such 
as British Petroleum, have 
recently commissioned wide- 
ranging social impact 
reports. In BP's case It 
assessed social conditions In 
Angola, even though the 
company's exploration and 
development aspirations In 
the country are entirely off- 
shore. It recommended that 
BP and its partner Stated of 
Norway “...explore ways of 
ensuring that oil industry 
development has positive 
Impacts". 

It is a conclusion that is 
relevant to oil operations 
across West Africa. 


ANGOLA • by Nicholas Shaxson 


PROFILE 


Energy. Africa 


Local hero 


Peace brings its dividend 




Africa may not seem 
especially fertile ground in . 
which to grow an 
indigenous oil exploration 
and production company; 
True, Nigeria and Angola 
are big crude exporters and. 
a string of recent 
discoveries in the deep 
r** water of west Africa Is 

'* rapidly confirming the - 

outlines of a hew, 
world-class oil producing 
region. But, so far, 
sub-Saharan Africa has *•" 
mainly been the preserve^ ' 
of state petroleum 
companies and their big 
international partners. 

Energy Africa, the Cape 
Town based explorer Is 
trying to prove that an ' 
indigenous African E4P • 
company can exploit 
opportunities that would • 
be denied their mainly US 
and (JK counterparts. 

“It help6 being an 
African based company 
with a neutral home base," 
says John Bentley, 
managing director. But he 
admits that creating :-i.‘ 
Africa’s only indigenous , 
explorer and endowing it 
with true African 
credentials has not been 
easy. 

Investors however, have- 
so (hr supported the - - 
strategy behind Energy 
Africa and a recent report 
by brokers SBC Warburg 
Dillon Bead concluded that 
the company’s “African 
pedigree often gives it ' 
access to African 

opportunities on 
favourable terms.” The . 
report also suggested that 
the company’s focus on 
$ Africa “enables it to react 
quickly to new 

opportunities emerging on 
the continent”. 

Gabon is certainly a case - 
in point of how Energy 
Africa has capitalised on 
its “African-ness” and on 
its South African political 
connections, to carve otti a 
presence in the French 
speaking west African' 
country. 

Political support from 
President Nelson 
Mandela's government 
helped Energy Africa 
secure a wide ranging joint 

venture with Gabon. Under 
the deal. Energy Africa has ; 

a 37 per cent stake in • 
Energy Africa Gabon, with 
^ the Libreville government 
™ holding 26 per cent and the 

remainder reserved for 

private Gabonese 
investors. The joint 
venture's main asset is a 
package of stakes in a 
number of fields and 
exploration blocks 
coverlngSfrper cent of 
Gabon's licensed onshore _ 
and offshore areas. 

The deal has c o m mercial 
and political merit. “The _ 
state had Interests in a 
number of projects bn* it 
was a bit of a nightmare 

for it to manage them ” 

says Mir Bentley- From 
Energy Africa’s perspective 
the deal boosted current 
production and provided tt 
^ with expjorutiou potential- 
d'w* It also helped to 
^ differentiate Energy Africa 
to the eyes of Investors. 


Bntis the structure of - v 
Energy Africa Gabon, with? 

■' hstoyol vetoed t ofthe ... 
government and private' !' •» 
investors: a. model that can 
. wtok'ehtewliere. to Africa?; / 
MrBeqtieyis unsure- “No ' 
othdrCbuhtry is ffie same,” J 
he acjcuowledges. 

Privatisation nod the . 
participation ofprivate 

African Investors eould -- 
play, d bigger rote to the 
eaB#nanP$lhd!BBtjry — and ; 
EneygFAfrKa's 

- accordtog r*-- 
to Samuel DdssoUrAworet, •' 
head of petrolin,, s ' 
consultancy Which advises . 
African governments and 
itoemattandl oil ' , . . 

compmiias .to the regioii. : 1 

Although he 
acknowledges that there 
are *Wg vested interests" : . 
involved in Africa's 
natiohal off companies, 
many governments - 
increasingly accept that 
“they betterhave revenues; 
rotber thas merely : \. 
managing poverty. Xhe 
BBF.fbe World Bank, and 
- local businessmen should 
■ teUgoverinmrtKtsthatfr 
you privatise energy assets 
without local participation 
you win havea/political 
problem.” - ; 

But private African ■. 
investors are atom- . 
uncomfortable with off ' 
exploration and ; 
development, traditionally 
one of the riskiest of all - ' 
tovestmante. “There Is no 
real bnsinesstraditian to .• 
Francophone Africa,’* says v 
Mr Dossou-Aworat; while 
to other parts of the . 

. continent, investors are 
deterred by thelong-term 
nature ofthe industry. . 
“They first aslc ‘Bow much 
wiD J geir Ton have to .. 
pt plain that they ha veto 
first' put their money at . 
risk.”-" : 

Corruption could also . 
prove to be a barrier to '• r - 
cre ati n g similar corporate 
structures. ButSfr ■ . 

Dossou-Aworet is 
philosophical About sndr 
problems: “If you have a - - 
good meal on the table yon 
attract ffies. You simply 
have to humage to keep the 
ffiesaway." - - 

Mr Bentley stressesthet 

deals such as the one to 1 

Gabon aluo have to be 
worked oat meticulously. 
“TMs was a weff thought 
oat agreement with a great 


it," he says, “ft was. ^ v . 
definitely not back of the 
envelope stuff, ” 

One test of the long-term 
value ofthe company’s 
“AfricaiMtess” will be how 
successful Energy Africa is 
tn differentiating itself ■ 
from its US and UK based ‘ 

counterparts and the 
existing totonationalofl ‘ 
majors. ... 

But the ultimatotcst will 

be. whether Energy Africa 1 


off Industry technical and-. , 


instinctive Insights Into 
tbepofitical and surfs! 


to Africa. ... 

Robert Cotime 


High prices to 
operate are 
justified by the 
potentially huge 
returns 

The scale of recent oil 
discoveries has turned Ango- 
la’s deep waters into one of 
the world’s great new explo- 
ration frontiers: 

Companies are nervously 
aw ai ti n g the results of what 
could be one of the most 
important oil licencing 
.rounds to the history of 
^West Africa’s oil industry.’’" 

Angola . is expected to 
award three virgin deep-wa- 
ter blocks later this year to a 
tender closing at the end of 
May and if the new territory 
opening up proves to be as 
well-endowed as neighbour- 
ing areas it could eventually 
help boost Angola's output 
to approach Nigeria's 2m 
barrels per day (bpd). 

Oil minister Albina Assis 
estimates proven fields alone 
will boost production from 
today's 730,000 bpd to lznbpd 
by late 2000 and 1.3m by 
3003. “These new blocks 
have lots of potential," says 
Andrew Latham at Edin- 
burgh-based oil consultants 
Wood Mackenzie. 

Blocks 31, 32 and 33, the 
subject of the latest tender, 
lie next to areas which have 
already yielded some of 
Africa's largest oilfields. 

Mr Latham says Elf s Gir- 
assol, DaBa and Rosa fields, 
at water depths of more than 
1,000 metres to block 17 
northwest of the capital 
Luanda, could hold in excess 
of 2-Sbn barrels of recover- 
able oil between them. 

This year. Chevron also 
discovered the Landana and 
Kuito fields to deep water 
block 14, budding more than 
lJ2hn barrels between them, 
while Exxon made three 
major discoveries to neigh- 
bouring block 15 which con- 
tain in excess of 700m bar- 
rels to total. 

Mounting world interest is 
starting - to affect the terms 
of exploration contracts in 
Angola. Previously, an oil 
company bidding to operate 
a block only had to submit a 
work programme and out- 
line how profits would be 
shared with the state. 

But now Angola also 
demands "signature bonuses' 
- huge one-off, non-recover- 

able downpayments. Offi- 
cials say blocks 24 and 25 in 
deep waters off the western 
city of Benguela, which were 
awarded to Exxon and Agip 

only last week, involved sig- 
nature bonuses of 371m and 
580m, 

These blocks are not con- 
sidered as desirable as 
blocks 31 to 33, which 
sources at state oil company 
Sonangol say will, attract 
bonuses of well to excess of 
$LOOm each despite the costs 
of operating at such depths. 

Semi- submersible drilling 
rigs operating to deep waters 
cost 5300,000 a day and this 
trill rise as companies posh 
into ever deeper waters. 

Signature bonuses are 
especially desirable for 
, Angola because, of its trou- 
bled recent history. Former 
rebels of the NationalBnion 
for the Total Independence 


of Angola (UNJTA) have 
completed the terms of a 
1994 peace agreement and 
most of the country is at a 
shaky peace. A low-level war 
continues with a rebel group 
seeking independence for the 
northern enclave of Cabinda, 
base for Chevron's 420,000 
bpd oil operations. 

But Angola has built up 
an external debt of $!0.5bn 
and has failed to meet most 
of its repayment obligations. 
As a result, traditional 
sources of financing have 
dried up. 

Signature bonuses repre- 
sent an upfront lump sum 
payment for a country des- 
perate for short-term financ- 
ing. thou Si it is arguable 
whether in the long run they 
represent a gain for Sonan- 
gol In the context of the 
overall negotiations for an 
oil contract 

The bemuses heighten risk 
to what is already an expen- 
sive deep-water environment 
and so increasingly favour 
the big oil companies over 
the smaller independents, 
though relative minnows 
such as Canada’s Ranger oil 
and South Africa’s Energy 
Africa have won operating 
rights for some of the shal- 
low water areas. 

The new deep water blocks 
are likely to be awarded to 
large oil companies and, offi- 
cials to Luanda say. the gov- 
ernment has already decided 
it will give BP, Elf and 
Exxon rights of first refusal 
to operate blocks 31, 32 and 
33 respectively, even before 
seeing their bids. 

Pessoa Vaz. a senior Son- 
angol lawyer, admits that 
“political considerations” 
have influenced the alloca- 
tion of Angolan blocks. He 
says a new petroleum law 
will result in a more trans- 
parent tendering procedure 
but will not significantly 
affect current oil licences. 

The legislation is part of a 
long-term national plan. IS 
the 1980s contracts were 
intended to diacourage 
exploration for oilfields con- 
taining more than loom bar- 
rels as Angola was delaying 
exploitation of the bigger oil- 
fields until Sonangol had 
enough experience to take 
larger equity stakes in the 
fields, or even to operate 
tbem/That time, says Vaz, is 
now coming. 

In a sign of Sonangol’s 
increasing confidence to its 
own abilities, oil company 
officials say it plans to 
become tire operator of a sig- 
nificant offshore block for 
the first time when it opens 
up the unexplored deep 
water block 34, which is con- 
sidered equally as attractive 
as blocks 31 to 33 immedi- 
ately to its north. This is 
expected to happen some 
time next year. 

The oil companies are opti- 
mistic about future produc- 
tion but there are fears that 
the bonanza will have a 
d e s tru cti v e effect on efforts 
to recover from two decades 
of war, as growing oil reve- 
nues shield the government 
from the urgent need to 
reform the economy. 

Sonangol plays an impor- 
tant part - it has put up 
future oil production as col- 
lateral against some $3bn of 


medium-term loans from for- 
eign banks, at terms which 
are extremely onerous for 
Angola. The loans disappear 
into opaque funds, account- 
able only to senior politi- 
cians and to the armed 
forces. 

Sonangol also pressures 
the government to maintain 
a preferential, official 
exchange rate, which allows 
it to short-change the trea- 
sury and which will further 
reduce the 5 per cent budget- 
ary allocation for health and 
education to 1998. . 


The failure to open up its 
accounts and to abolish dual 
exchange rates Is a key fac- 
tor preventing Angola from 
reaching a finanHng agree- 
ment with the International 
Monetary Fund. An agree- 
ment would provide fresh 
financing and enough of a 
vote of confidence to unlock 
a swathe of investments. 

As peace solidifies Ango- 
la's citizens need such an 
agreement, perhaps more 
than anything else, to 
rebuild their shattered coun- 
try. 
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WHAT PRICE ENERGY IN 2000? 

WHICH WAY FOR COAL NOW? 

- ITS EFFECT ON GENERATION 
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all the answers from expert speakers including 
Clare Spottiswoode - Director General of OFGAS, 
OFFER, industry leaders and EIC experts 
by attending the Fourth Annual 

ENERGY MARKET 
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on 22nd & 23rd June 1998 
OLYMPIA • LONDON 

Call The Energy Information Centre on 
01638 751400 Fax 01638 751801 
for convention delegate registration or related 
services/product exhibition details. 


5 



but Kodak hn 
A° 


iducts of par- 
ent. such as 
tent 

cht. senior 
□t Technoio 
jerates five 
t China man- 
-corns hard- 
the Clinton 

t important” 

■rts to prise 
market 
should be," 
continue to 
tr Chinese 
* to a more 
eir economy: 
it, more pre- 
re accommo- 
they really 
is inward 
and tr ansf er 

WTO: Criti 
jjeetmes. The 
Urn Business 






•--’V 



VIII 


FINANCIAL TIMES TUESDAY JUNE * * y -” > 




^K3r-li3gra*-.'^- , V*-' »»'»—* " * 




Regional focus: West Africa 


EQUATORIAL GUINEA • by Hugo Plowden 


Ocean Energy 


New kid rising on a tide of oil Quick footed 


No longer poor, 
can the emerging 
force in west 
Afica put its luck 
to 


good use? 


Every night, the horizon 
south or Equatorial Guinea's 
tiny capital, Malabo, is illu- 
minated by an orange 
smudge as gas from the off- 
shore Alba field is burnt oft 

Seven years ago, there was 
□o flare, no gas and no oil. 
Equatorial Guinea, in the 
crescent of Africa's most fer- 
tile hydrocarbons prospect, 
was desperately poor, with a 
shabby reputation for tyr- 
anny and corruption. 

Now, Mobil is producing 
30,000 barrels per day (bpd). 
with plans to invest a billion 
dollars in a further, rapid 
expansion programme. Elf 
has picked up a highly 
attractive deepwater conces- 
sion south of Mobil’s acre- 
age, -while US independents 
are actively exploring six 
other blocks. 

Onshore, work has already 
begun on the single biggest 
engineering project in the 
country's history, a $300m 
facility to convert the gas 
from an environmental haz- 
ard into a marketable com- 
modity, methanol, worth 
upwards of 3200.000 a day. 

Change is already creeping 
into what was. until inde 

Crade oB production 
Bands per day (TOO) 



Guinea rig: the industry has piled into reserves which promise to transform one of Africa’s poorest countries 


pen den ce in 1968. the sleepy 
colonial outpost of Fernando 
Po. Spain's only possession 
in sub-Saharan Africa. Strad- 
dling a parcel of territory 
between Gabon and Camer- 
oon and Including a small 
Island in the Gulf of Guinea, 
the country has a total popu- 
lation smaller than that of a 
modest European town. 

Bulky cargo ships con- 
stantly dock at a once empty 
and now overstretched port 
Streets so quiet people 
would keep chickens on 
them are now constantly dis- 



turbed. either by the squat 
four wheel drives and swish 
Mercedes favoured by the 
well-heeled or by the heavy 
trucks transporting new 
equipment and plant 
machinery. 

“Equatorial Guinea is now 
very much a player on the 
African oil scene," says 
Mobil's chief executive for 
Africa and the Middle East. 
Mr Jim Massey. 

“The country has arrived 
already, it is very different 
from bow it was three years 
ago and it win be very differ- 
ent again in three years 
time." 

In the vanguard of the pro- 
cess of change were two 
small, ambitious US-based 
companies, Walter Interna- 
tional and United Meridian 
Corporation iUMC), both of 
which have expanded and 
merged with rivals and now 
operate in Equatorial Guinea 
a s CMS Notneco and Ocean 
Energy. 

“When we arrived in 1992. 
there was a lack of data." 
recalls Ocean's executive 
vice-president for interna- 
tional operations, Mr James 
E Smitherman 111. 

Previous exploration 
efforts by Spanish and 


French companies had 
yielded only disappointment. 
“The majors were concerned 
about the local political 
scene, the depths of water 
we were looking at and a 
perception of a gas rather 
than an oil profile. About 20 
big companies passed over 
the opportunity before we 
persuaded Mobil to take up a 
75 per cent stake in the 
block as operator." 

In early 1995. a Mobil test 
well in Block B proved suc- 
cessful By late 1996, Equato- 
rial Guinea's president, Teo- 
doro Obiang Nguerna 
Mbasogo. had inaugurated 
the new Zafiro field, a fast 
track development unprece- 
dented in Mobil's history, 
which was all the more 
impressive given the near 
total absence of a supporting 
infrastructure and the new 
ground being broken. Phase 
three of development should 
see production increase to at 
least 120,000 bpd from Zafiro 
and associated fields alone 
by 2000. 

“It could not have hap- 
pened like that IQ years 
ago," Mr Massey acknowl- 
edges. “New seismic technol- 
ogy, horizontal drilling tech- 
niques and the development 
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of floating production facili- 
ties have made the world of 
difference. Now we can man- 
age risk better and exploit 
more quickly attractive pros- 
pects." 

Elf's arrival in February 
and the interest shown in a 
deepwater licensing round 
due later this year confirm 
Equatorial Guinea’s status 
as an emerging all power. 
While CMS expands its gas 
operation and Ocean has 
high hopes of new discov- 
eries around Bioko island. 
Triton Energy believes a sep- 
arate play on its blocks off- 
shore the mainland province 
of Rio Muni could again 
transform the country’s 
prospects. 

Challenges, however, have 
stm to be overcome. At the 
technical level a shortage of 
rigs for some of the deeper 
water prospects will act as a 
constraint on development. 

In all West Africa, there 
are barely a dozen ri^ capa- 
ble of drilling in water 
depths of more than 650 
metres and all have been 
optioned years ahead for 
prospects in Nigeria and 
Angola. 

Undemarcated maritime 
borders also threaten devel- 


opment, with Nigeria and 
Equatorial Guinea in dispute 
over the frontier along 
which the Zafiro field runs 
and further uncertainty over 
borders with Gabon, Camer- 
oon and Sao Tom and Prin- 
cipe dampening interest in 
other potential development 

areas. 

At the local political level, 
too. there have been obsta- 
cles to overcome. Thus ter, 
the tangible benefits for 
Equatorial Guinea of the oil 
boom have been few and ill- 
distributed, fuelling social 
tensions that the govern- 
ments says it lacks the 
resources to combat. Most 
rural areas continue to do 
without electricity or run- 
ning water and there has 
been a surge in ethnic ten- 
sion and violence. 

Each year, the United 
Nations lists a litany of 
human rights abuses, while 
opposition activists com- 
plain that a mask of multi- 
party democracy disguises 
an old-fashioned dictator- 
ship. Far months, the gov- 
ernment stalled on approval 
of Mobil’s expansion plans, 
insisting on a revision of 
contractual terms better to 
enable it to promote - and 
be seen to promote - devel- 
opment “After all.’’ Presi- 
dent Obiang explains. "We 

are stakeholders too.” 

In March, a new agree- 
ment was reached, giving 
Equatorial Guinea a 5 per 
cent holding in Block B. 
improved royalties and 
accelerated profit sharing. 
All parties expressed satis- 
faction with the outcome, 
although doubts remain 
about the predictability of 
an administration impatient 
for a share of long dreamt of 
oil wealth. 

“Certainly, everyone here 
is on a learning curve.” con- 
cedes one on executive. “But 
we believe the authorities 
are now much more profes- 
sional much better advised, 
than in the early days. With 
the right spirit, it can be a 
win-win situation all 
around." 


OH" said the industry 
pioneer, Wallace Pratt, 
“must be sought first in 
our minds. ” It is a 
philosophy which so suits 
the US-based independent 
United Meridian 
Corporation (UMO that the 
company’s international 
vice-president, Mr Ji® E 

Smitherman HI has the 
words *T»"gtng- on the wall 

behind his desk. 

“When we started 10 

years ago. West Africa 
wasn’t even on our radar," 
he reflects. “Now we are in 
Cte d’Ivoire, Equatorial 
‘ Guinea and Angola, not to 
mention Bangladesh, 
Pakistan and the US, 
drilling In 5.000ft of water 
with some of the most 
exciting prospects 
anywhere in the world- We 
are more open to new ideas 
than' the majors and we 
fff pi mate the big decisions 
more quickly. While we 
match anyone for 

technology and expertise, 

because we are small, host 
governments know how 
important they are to us.” 

UMC’ 6 greatest success 
so ter has been in opening 
up Equatorial Guinea, 
creating a partnership 
with the host government 
and an oil major, which 
has prompted the 
beginning of the economic 
transformation of one of 
Africa's smallest, most 
impoverished nations. 

New opportunities in 
Angola may prove even 
more enconraging, with 
the company drawing on 
an acreage the size of 240 
Gnlf of Mexico blocks, 
adjacent to concessions 
with reserves estimated at 
.more than lbn barrels. 

; ■ The chang in g nature of 
tiie oil industry, and in 
particular huge 
development costs 
associated with very . 
deepWater prospects in 
west and cenfral Africa, 
have prompted UMC into a 
strategic reappraisal. 


Last December, 
management endorsed a 
merger with the 
Louisiana-based Ocean 
Energy, creating the ninth 
largest oil and P's 
independent in the world, 
with a market 
capitalisation of more than 

S3 bn. 

“When we look at our 
ability to contract for and 
pay for our participation at 
these large interest levels." 
w ys UMCs chief executive 
officer and chairman of the 
newly merged Ocean 
Energy. John Brock, -we 
didn't think that it was 
prudent to attempt to do 
that at our previous sire- 
We are now in a bigger 
league. Our name is known 
up and down West Africa.” 

The market has taken 
tim e to overcome initial 
scepticism about the 
merger. Falling oil prices 
have not helped. Officials, 
however, believe a 
knee-jerk reaction to 
short-term fluctuations 
would be out of step with 
the aggressive vision 
which helped UMC grow. 

“Of coarse." says Mr 
Smitherman, “you consider 
prospective projects 
differently when the price 
is $25 a barrel than if it 
was $12. But our 
production costs are 
already very low, and we 
have to look further 
ahead." 

“UMC's achievement 
shows what an ambitious 
independent can achieve In 
the new technological era," 
an industry analyst 
explains. “If they can 
succeed in adding the extra 
financial muscle from the 
merger without losing the 
old dynamism, swift 
decision-malting and bold 
risk analysis, they will 
emerge stronger and better 
able to stand with the big 
players in African 
deepwater." 

Hugo Plowden 


NIGERIA • by Jonathan Bearman 


Squandered inheritance 


Nature is the ally, 
man the enemy 
in the battle to 
extract the 
country's oil 

Though beset by political 
woes. Nigeria is blessed by 
geology. The Niger River 
basin is one of the most pro- 
lific areas in the world for 
discovering oil Onshore, the 
success rate in drilling wild- 
cat exploration wells is one 
in two, among the highest 
anywhere. 

Whatever the short-term 
political risks of exposure to 
Nigeria, the prospectivity of 
the country guarantees the 
long-term interest of the 
major oil com p anies. 

And not only is the oil 
available, it is cheap com- 
pared with other erodes pro- 
duced in the Atlantic region. 
Average operational costa in 
Nigeria are around $2.5 a 
barrel, higher than the Per- 
sian Gulf but lower than the 
Gulf of Mexico and the 
North Sea. Even though they 
are rising modestly with the 
gradual reduction in the 
□umber of conventionally 
accessible oil fields - and 
other extraneous local 
expenses in Nigeria also 
pushing costs up by Si a bar- 
rel - Nigeria remains a low 
cost producer and one of the 
few areas where small 
explorers can seek to enter 
the oil production business. 

US companies Mobil and 
Chevron, as well as France’s 
Elf-Aquitaine, are making 
the shallow waters of the 
Niger basin the focus of 
development activity that 
will add massively to 
Nigeria's production. By 
2000, Mobil plans to raise 
output from its Qua rboe 
crude stream to 900,000 bpd 
from 510.000 bpd earlier this 
year and Chevron almc to 
Increase production of Escra- 
vos crude to 600,000 bpd 
from 430.000 bpd. 

Beyond that, the deepwa- 
ter tracts or the basin may 
he found to contain substan- 
tial reserves. Statoii and 
Exxon have so far met with 
disappointment but Shell 
has made an important find 
at Bonga in Block 212 which 
could greatly increase its 
share of Nigerian crude pro- 
duction. After two years of 
appraising its Bonga-lx weU, 
Shell is still being coy about 
its results but less reticent 
Nigerian sources suggest the 


reserves may be sufficient 
for output of 400-500,000 bpd. 

Crude from Qua Iboe fields 
has helped to lift production 
to a record high. On a surge, 
output reached 2JJm bpd in 
March, up from 2.06m bpd 
two years before. It has since 
been reduced slightly after 
the Riyadh pact on output 
restraint but this rare period 
of self-denial may be limited. 
On the basis of the main pro- 
ducers’ studies, Minister of 
Petroleum Resources Dan 
State has set a production 
target of 3m bpd by 2002 and 
talks of output reaching 4m 
bpd by 2010. 

Getting the new oil out of 
the ground will be another 
matter. 

Persistent government 
underfunding of the state- 
owned Nigerian National 
Petroleum Corp (NNPC) is 
beginning to threaten sev- 
eral expansion plans. For the 
second year running, the 
finjmeg ministry headed by 
Chief Anthony Arti has 
imposed a severe curb on the 
amount of cash NNPC can 
contribute to the six joint 
ventures with foreign part- 
ners that produce more than 
90 per cent of Nigerian 
crude. NNPC sought $3_3bn 
for the joint ventures but the 
finance ministry, which has 
controlled cash calls since 
1995, has only allowed a 1998 
budget of KL5bn. 

To make matters worse, 
the funds remitted to NNPC 
for the joint venture cash 
ca Tls have, so ter this year, 
actually been lower than the 
budget agreed in January. 
NNPC's contributions to the 
joint ventures are in line 
with the 1997 budget of 
?2.Q50bn. which in itself rep- 
resented a 40 per cent cut on 
the previous year. On a 
monthly basis, this has 
meant received cash of 
SlTOm, instead of the g2l0m 
that has been due. 

Moreover, payments are 
□ot up to date and NNPC is 
in arrears to the foreign 
companies to the tune of 
5600m in bard currency. 

The f unding shortfall is 
creating a dilemma for for- 
eign partners in the six ven- 
tures - Agip, Chevron. Elf, 
Mobil, Philips, Texaco and 
ShelL NNPC accounts for 57 
per cent of funding under 
the joint venture arrange- 
ments: it holds 55 per cent of 
Shell Nigeria, producer of 
almost half national output, 
and SO per cent in the other 
five ventures. 



Swamped: the oil lies beneath politically troubled waters 


If NNPC cannot keep pace 
with funding requirements, 
the foreign partners can 
either cany NNPC's share of 
the cash requirement them- 
selves or they can start cut- 
ting back. 

For the moment Shell 
appears to be persisting with 
the former course: it has 
been spending in line with 
its budget request of SEBbn, 
instead of the $i Jbn that it 
received under the 1998 bud- 
get. Mobil, on the other 
hand, withdrew a rig in May. 

For the longer-term, some 
foreign operators. Shell 
included, are looking to 
alternative methods of fund- 
ing development in Nigeria. 
The years of underfunding 
by NNPC- have bred great 
frustration with the joint 
venture system and support 
for a move to production 
sharing contracts. Unfortu- 
nately. head of state General 
Sani Abacha has resisted the 
Idea, listening to the advice 
of Sam Aluko, chair man of 
the National Economic Intel- 
ligence Committee. 

Another option has been 
to assist in the borrowing of 
the NNPC share but the oil 
ministry has been unwilling 
to assign crude to guarantee 
repayment. The favourite 
option now is a proposal for 
the partners to develop pro- 
jects outside the joint ven- 
ture framework, with repay- 
ment coming from future 
production. 

Several such independent 
projects are being discussal 
with NNPC, including the 
development of the 
lOOAjObpd Amenam field by 
Elf and MobO, the 80,000 bpd 
EA Block by Shell and the 
40,000 bpd Ayalu Madu field 
by Texaco. 

Without such innovation, 
long-term oil and gas field 
expansion could grind to a 
halt and it could become dif- 




ficult for Nigeria to replace 
its crude reserves. 

Amid the political turmoil 
in Abuja. NNPC Is afflicted 
by a worsening funding cri- 
sis. unable to cope with uew 
commitments. While 
upstream commitments have 
been met - albeit at a lower 
level than desired - NNPC's 
refining and marketing 
operations are starved of 
cash. 

NNPC itself has not had a 
budget for more than is 
months due to disputes 
between the Ministry of 
Petroleum Resources and 
the finance ministry with 
the two contesting claims 
about unaccounted expendi- 
ture of $2.055bn that was 
assigned to the refineries 
since 1993 for maintenance 
and repairs. 

In the meantime, the com- 
pany has been surviving out 
of the 2 naira a litre it gains 
from sales at the pumps - 
barely enough to cover staff 
costs. 

Internally, the result of 
the underfunding has been Wj 
repeated refinery' break- ^ 
downs, leaving the country 
witb about half its full 
capacity operating. 

The 110,000 bpd refinery at 
Kaduna. for example, is shut 
down after a series of equip- 
ment failures and fires, the 
most recent last year. The 
60.000 bpd plant in Port Har- 
court is also out of action. 

To alleviate product short- 
ages and curb civil unrest 
L ^ N'serian government 
has bad to rely on extensive 
importing, involving special 
premiums for quick delivery 
Thus, a country rich in oii 
rannot meet Its own needs. 
Jonathan Bearman is a 
cwTOSponcfenr with the 
int *Mfrnee Group 
publisher of Petroleum tmelli *V- 
pence Weekly and Enero;, 
Compass. ' * 
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Regional focus: the US 


liberalisation has slowed, reports Mark Suzman, 
as the big and politically powerful utilities have 
succ essfully argued for regulations in their favour 

Derailed by 
stranded whales 


Airlines. gas, 

telecommunications. One by 
one the old, state-regulated 
industries in the US have 
been prised open and 
exposed to the chill wind of 
market forces. Many had 
hoped 1998 would prove to 
be the turn of the $220bn 
electricity sector. 

There has been lots of 
sound and ftiry on the item* 

- and a s mall army of lobby- 
ists kept in lucrative busi- 
ness - but. so far. little has 
changed. At a national level, 
although the White House 
has finally released its long 
awaited blueprint for the 

The price of power in the US 

. Average reft* pita cents per tiowatmou-. AesttenfeL cormnarcfaJ end 

mUusblal, 1996 


restructuring of the sector, 
debate on the new legisla- 
tion to deregulate the mar- 
ket has effectively stalled 
until after the November 
Congressional elections. And 
while many states are push- 
ing ahead with their own 
deregulation plans, the 
results so far have been 
ambiguous at best. 

“Its very like the debate 
over telecommunications,'' 
says one veteran Capitol Hill 
lobbyist who has been work- 
ing on the issue. “AH parties 
know that deregulation is 
inevitable but there are so 
many vested interests 
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involved that it takes ages to 
develop a compromise that’s 
acceptable to everyone. And, 
in an election, year, nobody 
wants to gmhwing a contro- 
versial proposal." 

Part of the problem is sim- 
ply the vast size of the 
industry involved: it has a 
$600bn asset base, compris- 
ing 3,200 utilities and some 
500,000 workers. But the big- 
gest obstacle remains the 
issue of so-called “stranded 
costs”. The issue centres on 
how to make allowance for 
the estimated $135bn utili- 
ties spent on pypanriing intn 

areas, such as nuclear 
energy, at- the government's 
behest which will be uneco- 
nomic under deregulation. 

Consumer groups argue 
that these costs should not 
be a factor. Citing studies 
which show that long-tom 
benefits to the economy and 
electricity customers would 
run into hundreds of billions 
of dollars, they argue for 
immediate deregulation that 
would favour nimbler, more 
efficient producers while 
handicapping many of the 
old behemoths. 

But the big incumbent 
utilities, many of which 
have powerful political con- 



Dino-sore: uneconomic nuclear power is the greatest barrier to progress 


sections, are strongly resist- 
ing such proposals. They are 
calling for full reimburse- 
ment of stranded costs and 
the repeal of other legisla- 
tion that limits their ability 
to raise capital, merge and 
diversify before any other 
nbang wfl are made. 

Reflecting the confusion. 
Congress is considering 
nearly a dozen plans for 
restructuring the industry, 
ranging from aggressive, 
consumer-oriented propos- 
als, which ignore the 
stranded cost issue entirely, 
to measures which provide 
substantial protections for 
existing companies. 

Seeking to set out a frame- 
work to help resolve these 
contentious debates, the 
Clinton administration's for- 
mal blueprint for the issue - 


released last March - argued 
that because the issue of 
stranded costs varies so 
much between geographic 
regions, it should be left to 
state governments to deride. 
In part, that is simply a 
reflection of what is already 
happening. Some 16 states 
have so far embraced 
deregulation plans and virtu- 
ally all of them contain mea- 
sures to help incumbents to 
recover those costs. 

The problem with such a 
move, however, is that the 
size of the price cuts new 
entrants can offer customers 
is effectively limited until 
the issue is resolved. Even in 
California, which has been 
much more aggressive than 
most in trying to accelerate 
competition, rormoliy open- 
ing its market in March, cus- 


tomers face a surcharge 
until 2002 to allow affected 
utilities to recover an esti- 
mated $28bn in stranded 
costs. 

But despite a statutory 10 
per cent reduction In rates 
for residential customers 
and small businesses, cus- 
tomer response has been 
decidedly muted with very 
few people changing suppli- 
ers. Even among business 
users - one of the main driv- 
ing forces behind the plan - 
the response to deregulation 
has been less enthusiastic 
than initially predicted. 

Many prospective entrants 
have retreated from the mar- 
ket until 2003, when the 
stranded costs issue is 
resolved and they have more 
flexibility in cutting prices. 

Despite these problems. 


the new White House plan 
has helped generate much- 
needed momentum for the 
broader process while also 
trying to take account of the 
environmentalists' demands 
that deregulation be accom- 
panied by n shift to cleaner 
fuels and more efficient pro- 
ducers. 

It proposes a number or 
Incentives for utilities to 
switch to cheaper forms of 
energy while taking a middle 
road in terms of a limcLable 
by which all customers will 
be able to choose their own 
electricity supplier by 2(X)3. 

That is much faster than 
many older utilities want 
but would allow state gov- 
ernments the discretion to 
opt out of the national settle- 
ment if they have their own 
deregulation plans in place. 

Al Gore. US rice-president, 
says the aim is to combine 
environmental and con- 
sumer benefits. "Competi- 
tion is already beginning to 
reshape the way we generate 
and deliver electricity in 
America." he argues. "It will 
spur innovation, create new 
incentives for energy effi- 
ciency and nearly triple am- 
use of renewable energy." 

To minimise the abuse of 
monopoly power by incum- 
bents. the administration 
proposals would also 
increase the powers of the 
Federal Energy Regulatory 
Commission, the main indus- 
try regulator, which would 
establish an independent 
body charged with ensuring 
of transmission lines. 

At the same time, the 
White House endorsed plans 
for a $3bn special fund - to 
he paid for by a surcharge 
on consumers - that would 
promote energy efficiency 


while setting a target for 55 
per cent of all electricity to 
come from renewable 
sources, such as wind and 
solar power. If oD the mea- 
sures are implemented, the 
White House estimates they 
would save the average fam- 
ily S232 a year in electricity 
costs while cutting the emis- 
sion of greenhouse gases by 
between 25m-40m tonnes by 
2010. 

Nevertheless, the White 
House proposals have had a 
mixed reception from the 
most important players in 
the deregulation debate in 
Congress. Dan Schaefer, out- 
going chairman of the House 
energy subcommittee 
praised the proposal as a 
"meaningful step” towards 
deregulation. But Frank 
Murknwski. the Alaska sena- 
tor who chairs the influen- 
tial committee on energy 
and natural resources, 
warned that the special fund 
amounted to an unaccept- 
able tux increase on consum- 
ers. 

Optimism, however, is 
growing that the process Is 
gathering real momentum. 
Key members of Congress 
arc expected to unveil 
detailed new proposals in 
the next few months and the 
White House is planning to 
put its own plan in legisla- 
tive form soon. 

But. even if a deregulation 
hill docs pass soon, the expe- 
rience of other industries, 
such as teleco mmuni cations, 
suggests it will be only the 
beginning of a long process 
of intense industrial 
restructuring and feuding 
between companies and fed- 
eral regulators before the 
economic benefits trickle 
down to customers. 
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Industry operates 
under a cloud 


Clean air 
initiatives are 
creating 

uncertainties for 
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Proposals to tighten 
standards for air quality 
have created deep uncertain- 
ties about economic deregu- 
lation of the US electricity 
sector. 

Over the past year the 
Environmental Protection 
Agency (BPA) has 
announced stronger controls 
over soot, smog and haze. In 
a separate action it firmed 
| up rules to reduce allowable 
hazardous air pollutants. 

And. at the Kyoto meeting 
in Japan, the Clinton admin- 
istration signed up to a com- 
mitment to reduce emissions 
of greenhouse gases. All this 
will require the expenditure 
of billions of dollars by the 
electric industry and will 
inevitably raise the cost of 
power to business and resi- 
dential customers. 

The US relies on fossil 
fuels for more than 70 per 
cent of its electricity supply. 
In 1997, more than half of 
the supply was provided by 
coal: 20 per cent by nuclear 
energy; 13 per cent from nat- 
& oral gas: 10 per cent from 
" hydro-electric; 2 per cent 
from oil and 2 per cent from 
nan-traditional sources such 
as biomass, wind and solar. 

Coal is the most plentiful 
and lowest cost power sup- 
ply. In 1996, production costs 
at existing utility coal-fired 
power plants averaged $17.56 
per MWh. while nuclear 
plants averaged $19.70 and 
gas plants $3356, according 
to a new study by Resource 
Data International, a con- 
sulting firm in Boulder. Col- 
orado. Wind is the least 
expensive renewable energy 
resource but it costs between 
$55/MWh to $870/MWh. 
depending on the local 
winds. 

. The report. At What Cost ? 
| Federal Environmental Regu- 
’ lotions in a Competitive Elec- 

frfcili/ Marketplace, commis- 
sioned by Edison Electric 
Institute, which represents 
invest or -owned utilities, pre- 
dicts that the proposed EPA 
rules would require the utili- 
ties to spend $21.8bn for 
retro-fitting pollution control 
technologies over the next 
10-15 years. 

"The effects of the Kyoto 
Protocol would nevertheless 
dwarf the EPA air initia- 
tives, not only spurring dra- 
matic electricity price 
increases but also radically 
altering the very make-up of 
the power-generating sec- 
tor," says the report 

“The result would be a 
j| dramatic shift away from the 
■ historic national energy pol- 
icy that has resulted in a 
fUel wily including c na) , nat- 
ural gas, oil. nuclear and 
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Emission impossible: the US must reduce Its use of coal ap 


hydro-power. This shift 
could have broad ramifica- 
tions for the economy." 

Although US air quality 
has benefited by increased 
use of low-sulphur coal, this 
alone wiD not be adequate to 
meet the new EPA propos- 
als, says the report Plants 
would have to be retro-fitted 
with new technologies that 
would reduce efficiency and 
increase operating and main- 
tenance costs, the report 
adds. 

Large new coal facilities 
are much cleaner than the 
old ones, but investors 
would have to be found to 
finance them. Resource Data 
says a "significant amount” 
of generation would come 
from natural gas-fired gener- 
ating units. This would 
require “significant pipeline 
construction over a rela- 
tively short period of time". 
Increased demand for gas 
would raise gas prices. 
Expenses for natural gas 
would increase by $9bn. 
annually throughout the US 
economy. 

Resource Data says the 
higher costs of gas genera- 
tion would raise average US 
wholesale electricity prices 
by 11 per cent by 2010, or the 
equivalent of *i5.7bn a year. 
This does not include the 
$2L8hn in costs forecast for 

new control technologies. 

The Clinton administra- 
tion agreed in Kyoto to 
reduce its greenhouse gas 
emission to below 1990 lev- 
els. However, the ex p a nd i ng 
US economy has been 
demandeding more energy. 

In 1993, the utilities offered 
to reduce emissions volun- 
tarily by 40m tonnes of car- 
bon equivalent by the year 
2000 . 

Through the use of low 
carbon coal, more efficient 
coal utilities, and an emis- 
sions trading programme, 
the utilities have already 
reduced emissions of carbon 
dioxide by 170m tonnes by 
January, 1998. 

The Clinton administra- 
tion has sought to tackle the 


reduction of greenhouse gas 
emissions from utilities with 
other voluntary plans, and it 
has requested proposals that 
would give special consider- 
ation to fac ilities tha t make 
emissions reductions early 
in the initiative. 

Discussions are under way 
between industry representa- 
tives and environmentalists. 
But industry critics are 
highly sceptical about volun- 
tary commitments, and utili- 
ties say they do not have 
sufficient credit for reduc- 
tions made under the 1993 
voluntary programme. 

At present, there is a stale- 
mate: The administration is 
reluctant to craft a proposal 
that could be shot down by 
the industry. And the talks 
between utilities and envi- 
ronmentalists have yet to 
produce a proposal 

The industry has demon- 
strated it can handle envi- 
ronmental changes. But offi- 
cials say they are being 
twdturi to taifp an too much 
while deregulating. Plants 
that would otherwise invest 
in emissions controls cannot 
be certain they can recover 
those costs in a deregulated 
market place. 

No one can predict how 
the regional electric markets 
will take shape. Same plants 
may not generate revenue 

beyond the cost of produc- 
tion. Others may be imahle 
to even break even and may 
have to shut Investors may 
be unwilling to step in to 
provide the funds needed for 
expansions and new technol- 


It is possible that any sup- 
ply shortfalls could be filled 
by unexpected advances In 
electricity conservation, 
technology breakthroughs car 
even greater reliance on nat- 
ural gas-fired generation. 

However, nobody expects 
the 350 per cent increase in 
natural gas generation that 
analysts believe would be 
required. 

All of which creates an 
uncertain new world for the 
utilities. 


Natural gas and 
electricity 
companies are 
joining to exploit 
regulatory change 

It was not an that long ago 
that most natural gas com- 
panies and electricity utili- 
ties were discrete operators 
in the US energy market. 
With ever more companies 
merging to form a new breed 
of super-integrated energy 
company, however, those 
low-profile days seem 
increasingly distant. 

Like other US sectors, 
from financial services to 
telecommunications, power 
companies have given way 
to a rapid series of consolida- 
tions that are concentrating 
power in the hands of a 
smaller number of large 
players. 

Last year saw three of the 
industry’s largest mergers, 
each valued at wen in excess 
of Sibn. 

In two of the deals, electric 
utilities took over natural 
gas producers in the central 
and southern regions. In the 
third a natural gas company. 
Enron, went on the takeover 
trail, buying a large electric 
utility in the northwest US. 


What these and other 
power mergers have in com- 
mon is the drive of the 
acquiring companies to 
expand their customer reach 
beyond their home regions. 
With deregulation efforts 
taking hold in many states, 
companies are anticipating 
that the traditional barriers 
that have separated regions 
will be falling fast. 

This year, the biggest deal 
has been between two well- 
established electric utilities, 
but natural gas has again 
played a role. 

American Electric Power, 
one of the largest midwes- 
tem electricity generators 
and distributors, is awaiting 
regulatory approval of its 
$6.6bn bid for Central 
&South West of Texas. 

AEP’s strategy is to 
expand into new regions of 
the country as well as to 
claim a stake in natural gas. 
Central will add four new 
states to AEP's reach, 
including Texas. An equally 
attractive feature is that 36 
per cent of Central's energy 
source comes from natural 
gas. 

These and other deals In 
the past few years have been 
shaped largely by changes in 
the regulatory and techno- 
logical landscapes. With reg- 


ulatory barriers coming 
down in some states and 
other states planning to 
deregulate the ability to 
serve the needs of many cus- 
tomers will be increasingly 
important 

“Merchants (in the energy 
sector) win be much more 
effective if they can sell a 
variety of products, for a 
kind of one-stop shopping.” 
says Jeff Pollock, a principal 
at Brubaker & Associates in 
St Louis. 

Large power companies 
that can offer both gas and 
coal -based fuels to their 
retail and large customers 
look increasingly well posi- 
tioned to reap greater shares 
in the marketplace of the 
future. 

There are other reasons 
why the synergies between 
gas and electric utilities 
make sense. 

Gas companies have been 
for less regulated than the 
natural monopolies that elec- 
tric utilities were thought to 
be. 

Some 70 per cent of natu- 
ral gas consumed in the US 
can be bought from more 
than one supplier, so there is 
customer choice, with large, 
profitable customers having 
the most choice, reports the 
American Gas Association. 


Natural gas compa- 
nies, therefore. are more 
experience at doing business 
in a competitive market- 
place. 

Last August Houston 
Industries acquired Nor Am 
Energy, a natural gas pipe- 
line and distribution opera- 
tion, in a $25bn transaction. 

The deal gave Houston a 
firm position in the natural 
gas business but also a geo- 
graphical expansion into six 
states outside Texas, with 
little overlap with its exist- 
ing electric power customer 
base. 

Just one month earlier 
Enron, the largest natural 
gas marketer in the US. 
made a similar move to 
expand into a new geo- 
graphic region with its 
$2.8bn purchase of Portland 
Genera] Electric, an electric 
utility. As a result. Enron 
gained new expertise in 
retail electricity delivery. 

Last summer Duke Energy 
paid $7.7bn to acquire PanE- 
nergy. a natural gas pro- 
ducer based in North Caro- 
lina. in the biggest deal so 
for involving a combination 
of gas with electric utility. 

In the very long-term it 
may be the holdings of the 
electric power companies 
that prove to be the most 


valuable assets, not least 
because of their infrastruc- 
ture. especially fibre optic 
links to households. 

Many expect utilities to 
increase their push into the 
communications market, 
possibly offering telephone 
and internet connections 
through the lines now used 
to carry electricity. 

AEP and Central & 
Southwest, for example, both 
already have telecoms 
assets, including infrastruc- 
tures and services. Combin- 
ing the communications part 
of their operations with their 
core energy business is some 
way off but clearly remains 
a possibility. 

With regulatory changes 
being made on the state 
level, it Is likely that the 
pace of merger activity will 
pick up. 

At the Federal level, repeal 
of the Public Holding Com- 
pany Act of 1935 would free 
large energy companies to 
combine with others, setting 
off a new round of deals. 

Although few expect a 
repeal this year, this is one 
law that most believe will 
give way to regulatory 
changes. When it does, the 
sector is likely to see a a 
steady wave of consolida- 
tions. 


POLICY • by Richard Wolffe 


Consensus is to disagree 


Energy is in a 
‘ :e of 
Leral, state, 
public and private 
interests 

To outsiders, the politics of 
the US power industry seem 
a Byzantine mixt ure of lob- 
bying groups, government 
agencies and rival compa- 
nies. But on one point the 
various parties agree - the 
complex mixture of interests 
in both the public and pri- 
vate sectors has created a 
political quagmire. 

; As a result any attempt to 
change the structure of the 
Industry and Its terms of 
engagement - already 
weighed down by consider- 
able legislative baggage from 
previous eras - seems 
doomed to failure in the 
immediate future. 

Such political complexity 
is hanfiy helped by Washing- 
ton’s diverse approach to the 
crucial debate over the long- 
awaited deregulation of the 
electricity industry. Dan 
Schaefer, chai rm an of the 
energy and power subcom- 
mittee, introduced his bill to 
reform the US electricity 
market two years ago. His 
intention was to allow his 
colleagues in the House of 
-Representatives to shape the 
legislation in the many 
images of thetr own states, 
with their own industry 
structures, prices and eco- 


The result is a wide array 
of rival bills that cover the 
spectrum or industry politics 
- from a free-market 
approach that favours new 
entrants and carries a strict 
deadline for deregulation, to 
more-regulated legislation 
with a flexible approach to 
the incumbent utilities. The 
only snag is that the range 
of legislative options hardly 
addresses the central politi- 
cal issues facing the power 
Industry - the wide differen- 
tials between prices in differ- 
ent areas of the US and the 
task of bow to bring them 
down. 

For instance, while aver- 
age electricity prices in Long 
Island - saddled with a 
nuclear power station that 
was never used - reach 17 
cents a kilowatt hour, in 
Idaho the cost foils to an 
average 4 cents. The latest 
gas-turbine technology offers 
the possibility of pushing 
prices even lower. 

Tom Lenard, senior fellow 
at the free-market Progress 
and Freedom Foundation, 
says: "I think, in a sense, all 
the current bills are a sign of 
different principles on the 
one hand and a sense of con- 
fusion on the other. There is 
no framework around which 
a consensus has yet formed, 
which is perhaps a good 
thing because I think a 10} of 
the Mils which are out there 
have major flaws.” 

Of the half-dozen bills cur- 
rently proposed, one of the 
most drastic is that of Tom 


DeLay. the Republican whip, 
who plans to allow retail 
customers a choice of power 
supplier by next year. Mr 
DeLay's bill would also 
favour new entrants by rul- 
ing out most of the charges 
for so-called stranded costs - 
the $l35bn of past invest- 
ments. especially in nuclear 
power, which are uneco- 
nomic in a deregulated mar- 
ket. 

Far the older utilities, the 
bill's progress would spell 
disaster. A senior staffer in 
Mr DeLay’s office says: "I do 
not think the bill is going to 
scare anyone by going into 
law this year. But we have 
offered the most free-market 
bill and the subcommittee is 
basing a lot of what they are 
trying to do on the concepts 
we have put forward.” 

For its part, the energy 
subcommittee* says it Is 
determined to vote on a con- 
sensus bill before the con- 
gressional cpgglnn unde fhic 
summer - ahead of the 
November elections. Staff in 
Mr Schaefer's office argue 
tha t political momentum hna 
swung behind their bill, with 
similar le gisla ti on appearing 
before the senate and some 
similar proposals emerging 
from the White House earlier 
this year. 

The Clinton administra- 
tion broadly agrees with Mr 
Schaeffer's line of allowing 
the states to deride whether 
utilities can pass on their 
stranded costs. It also 
favours strengthening the 


powers of the Federal 
Energy Regulatory Commis- 
sion to stop large utilities 
from dominating the market. 

Bert for the most radical of 
deregulators, three pieces of 
existing legislation need to 
be addressed Immediately at 
the federal level The least 
controversial is the public 
utilities holding company 
act, a Depression-era law 
that restricts the ability of 
larger companies to buy and 
sell assets, or raise capital. 
Smaller utilities fear that 
repealing the law would 
result in their being swal- 
lowed by larger rivals. 

There also appears to be 
little controversy over 
repealing the public utility 
regulatory policies act of the 
Carter administration in 
1978. This encourages the 
purchase of power from 
renewable sources. 

However, the issues sur- 
rounding public power - the 
state-owned utilities - repre- 
sents a far bigger stumbling 
block. Producing around 25 
per cent of the nation's 
power, the public utilities 
enjoy very favourable tax- 
breaks, which tilts the 
playing field against the 
investor-owned utilities. 

But* even these political 
issues are open to negotia- 
tion. For the Edison Electric 
Institute, which represents 
investor-owned utilities, the 
tough decisions over 
stranded costs should be 
passed on to the states for a 
decision. “Stranded costs 



Pulling the plug: 

Senator Tom DeLay ap 

should be left to the states, 
but if there was a new law 
compelling all 50 states to 
move forward, then we 

would say there needed to be 
a federal backstop on 
stranded costs recovery." it 
says. “We would advocate 
very strongly that investor- 
owned utilities should have 
the opportunity to recover 
their stranded costs.” 

With deregulation proceed- 
ing in more than a dozen 
states, it seems that many of 
the rival Interest groups in 
Washington are content to 
allow the tough decisions to 
be taken elsewhere. For 
some observers, the chang- 
ing markets in individual 
states may prove to be the 
chief source of political 
change among the 
entrenched industry rivals. 

“Politically . you could 
never get an electricity bill 

which pleases the deadbeats 
of the utilities industry," 
says Mr Lenard. “But the 
more progressive ones sb« 
competition coming and 
they want to be part of the 
debate.” 
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CALIFORNIA • by Christopher Parkes 


PROFILE 


Enron 
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With hassle 
outweighing 
benefit, few are 
taking advantage 
of liberalisation 


Tr.yy. v .:\u. 


Since early spring, when 
Enron, the Houston-based 
energy group, gave up trying 
to sell its brand of electrons 
to Californian householders, 
the most visible promoter of 
deregulated power has been 
the state government itself. 

It has invested heavily, 
both in terms of credibility 
and finance, in a grand proj- 
ect which has so far signally 
failed to capture the public 
imagination. 

Despite publicly-funded 
commercials proclaiming 
“Knowledge is Power", less 
than l per cent of the state's 
10m eligible consumers have 
elected to switch electricity 
providers. 

Despite having been 
allowed to nominate new 
suppliers since last Novem- 
ber, fewer than 100,000 have 
exercised the option. 

Thou was some progress 
in April, the first month in 
which the new system went 
“live," as 25.000 residential 
consumers, 8,500 small busi- 
nesses and about 1,500 larger 
industrial users made the 
change. 300 fewer than In 
March. 

Information on their 
aggregate electricity con- 
sumption is not available 
but it seems unlikely to rep- 
resent more than a fraction 
of the state’s S20bn-plus 



Winded: Californians are indifferent to comp e ti ti on ap 


annual market. Even the 
most enthusiastic unofficial 
estimates put the proportion 
at 3 per cent 

This, as advocates point 
out, Is a much better than 
the performance put up by 
the new telephone service 
providers when telecommu- 
nications was first liberal- 
ised. they add that it might 
even be considered outstand- 
ing in the light of the diffi- 
culties which have dogged 
deregulation since its official 
launch. 

Since the start date was 
postponed from January I to 
the end of March - because 
the computerised trading 
system was not ready In 
time - the merits of deregu- 
lation have been clouded in 
controversy. 

First the principles of the 
free market do not cover the 
whole industry. Some 30-odd 
municipal utilities, which 


account for about 30 per cent 
of the state power market 
have been excluded from the 
early part of the process. 
This concession was granted 
to allow them to prepare for 
competition by reducing 
costs and the over-manning 
typical of public authority 
operations. 

As a result the impact of 
deregulation has been 
focused almost entirely on 
the small group of investor- 
owned utilities, dominated 
by Southern California Edi- 
son, San Diego Gas & Elec- 
tric and Pacific Gas & Elec- 
tric. 

Allegations from consumer 
advocates that the system as 
established flavours existing 
utilities and provides few. if 
any cost benefits to users 
have had a deadening effect 
on public interest 

A recently-completed sur- 
vey of energy providers’ ser- 


vices by the United Con- 
sumer Action Network pur- 
ports to show why and, 
although analysis is not yet 
complete, the report’s title is 
already written: "Why 
BotherT 

Its main argument is that 
on the basis of evidence so 
far. the meagre discounts 
available and the confusing 
claims and counter-claims 
make switching more trou- 
ble than it is worth. 

That appears to match the 
conclusion drawn by Emm 
After spending heavily to 
promote its name p nd brand 
for almost a year, it decided 
to sit out the first years of 
development In the con- 
sumer market It blamed low 
profitability and the prolifer- 
ation of rules and regula- 
tions. 

The profit, at least for 
ordinary consumers, is 
equally difficult to see. For 
at least the first four years 
of the project, all bills will 
be loaded with a monthly 
charge - averaging $300 a 
year - intended to allow the 
state’s utilities to recoup 
$2Bbn in so-called “stranded 
costs” locked up in uneco- 
nomic and redundant 
nuclear plant. 

As a result, even after 
including a statutory 10 per 
cent cut in the price of elec- 
tricity, Californian domestic 
power bills are still between 
30 and 50 per cent higher 
than in most other states. 

The advantages for larger 
customers (and Enron is still 
in the market for their busi- 
ness) are easier to define. 


Companies with several 
operating centres - retailers 
are a case in point - can 
now enjoy modest discounts 
on the power provided. 
There are further benefits in 
centralised billing and other 
services such as energy man- 
agement schemes offered by 

new service providers. ■ ■ 

This is where the competi- 
tion is at its fiercest and 
where newcomers to the 
market have found the 
incumbent utilities at their 
most resistant 

Their leverage in the state 
legislature played an impor- 
tant role in establishing the 
consumer levy to pay down 
their stranded costs which, 
they said, was necessary to 
ensure competition on equal 
terms with incoming resell- 
ers which had no generating 
plant 

But critics say the process 
of levelling the playing field 
was extended over a period 
long enough to allow them 
to reorganise and establish a 
distinct competitive edge 
over out-of-state providers. 

Not least among their 
advantages is the fact that 
they are long-established 
and their names, unlike 
those of the outsiders who 
must buy advertising to 
build awareness, are already 
well-lmown. 

For the moment, this 
appears to weigh In their 
favour among consumers 
who seem unwilling to go to 
the trouble of changing sup- 
pliers - at least until 2002, 
when the levy expires and 
the free market takes hold. 



SOUTHERN 

COMPANY 


Enron's global business 
teach ^ an Impressive 
$23.4bn of assets have made 
it a for midab le force in the 
US power industry. Tbe 
company is admired and 
feared by Its rivals in equal 
measure. 

Once merely a regulated 
gas-pipeline business, the 
Houston-based group has 
reshaped itself as a 
substantial presence in 
deregulated power markets 
across the world. 

Above all, its reputation 
for aggressive competition 
hat ; the company 

out for special attention in 
tbe newly-liberalised US 
power markets in several 
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It Is an image which the 
company has carefully 
cultivated as part of a 
vigorous marketing 
strategy to challenge the 
in cumben t utilities. 
“Enron's reputation alone 
helps ns get in the door and 
automatically be seen as 
one of the front-rtamers,’’ 
says Gary Foster, of Enron 
Energy Services, the retail 
arm of the group. 

“Because of the 
competition you have 
really got to structure your 
products to a point whore it 
is extremely advantageous 
to the customer. They could 
ton round to some of these 
new companies and get a 
better deal bat ft Is a 
combination of price and 
capital which has been our 
strength." 


Enron points to its 
innovative marketing 
packages as a key element 
in winning the more than 
SZbn of contracts awarded 
to tbe company in the 

newly deregulated power • 

market of California. 

Chief among them is the 
$300m, four-year deal to 

supply the 31 campuses of 
'the universities of 
California and California 
State, in an unprecedented 
combination of the two 
institutions. 

The package offered the 
universities a lump-sum 
discount payment up-front, 
which provided attractive 
capital to the institutions, 
while Enron claws back its 
wwii over the term of the 
contract. 

However, even a force as 
powerful as Enron - not 
least after its recent merger 
with Portland General, the 
electricity utility - can 
reach its limits in retail 
competition. 

“We are competing 
vigorously for the 
commercial and Ughi 
industrial segments in all 
the states that have opened 
up for competition in 
electricity, natural gas and 
energy services," says Mr 
Foster. 

“Initially we wanted to 
compete on the residential 
supply side in California 
but we realised it was not a 
market conducive to 
competition and decided to 
suspend our efforts there." 


Enron’s difficulties are 
structural. It is unhappy 
with how California is 
dealing with so-called 
stranded costs, which cover 
the past investments of the 
existing utilities. 

The comiMmy says it will 
either wait for four years 
while the markets are 
liberalised further, or 
develop new products by 
in stalling electricity meters 
in customers’ homes. 

Metering allows Korun to 

control both the billing and 
the branding of the service, 
opening up the chance of ... 
new markets in diverse 1 
products such as credit 
cards or insurance, on top 
of power supplies. 

Abroad. Enron has blazed 
a trail with a series iff deals 
in oil and gas exploration 
in India. China and 
Trinidad, as well as power _ 
generation in Europe. " 

The company recently 
signed an agreement with. 
Enel, the Italian 
state-owned electricity . 
provider, and Is financing a 
gas-fired power station in 
Poland, after financing «... . 
similar plant in the UK. ’ 
European utilities would be 
wise to take note of the 
experience of their US 
counterparts. Enron is 
hawking on deregulation 
radically transforming the 
European Union power 
market, just as it did in 
California. 


Richard Wolffe 


MASSACHUSETTS • by Victoria Griffith 


A greener and 
more pleasant land 


With consumers 
prepared to pay, 
the onus is on the 
industry to supply 
ecological energy 


When the Massachusetts 
Department of Energy con- 
ducted a pilot test last year 
to see how the public would 
react to electricity deregu- 
lation, the industry was par- 
ticularly surprised at one of 
the results: about 28 per of 
users in the trial chose envi- 
ronmentally sound fuel, 
even at a alight cost pre- 
mium to other sources. Tbe 
number was particularly 
surprising since the tests 
were conducted mainly in 
blue collar towns, where the 
desire for clean energy was 
not expected to be high. 

Id Massachusetts, the state 
with the third -highest per 
capita income in the US and 
one of the most left-leaning 
populaces, “green" power is 
expected to play a big role. 
“Green power will certainly 
be a strong niche market in 
Massachusetts." predicts 
Adrian Moore, director of 
economic studies for The 
Reason Public Policy Insti- 
tute, a California -based 

thinlc tank_ 

There are even indications 
that corporate customers in 
the state will demand envi- 
ronmentally-friendly elec- 
tricity sources. “A number 
of businesses have told us 
it's important that some of 
their portfolio include green 
power," says Jim May hew. 
director of regulatory affaire 
for Duke Solutions, which 
has applied for permission to 
operate in Massachusetts. 
“It’s not as important for 
industry as for consumers, 
but it’s still there." 

Massachusetts is one of 
the most advanced states In 
its progress to a deregulated 
electricity industry. For- 
merly. electricity in Massa- 
chusetts. as in other states, 
was a regulated utility. Com- 
panies generated power, sup- 
plied it to customers and 
conducted billing as vertical- 
ly-integrated entities. The 
federal and state govern- 
ments interfered extensively, 
forcing companies to invest 
In certain energy sources 
(such as nuclear, during the 
oil crisis of the 1970s and 
1980s) and stepping in when 
they felt prices were too 
high. 

Since March, Massachu- 
setts power supply has been 
legally separated from distri- 
bution and customer service, 
and new competitors are free 
to enter the market The 
industry is not yet com- 
pletely deregulated, how- 
ever. The same legislation 
that freed the electricity sec- 
tor has also subjected it to a 
mandatory 10 per cent 



decline in the price of power, 
a caveat that will be phased 
out over the next five years. 

As of May. new electricity 
disclosure labels went into 
effect, forcing utilities to 
reveal to customers not just 
the price of the commodity 
but the source of generation, 
pollution content, and even 
whether union labour was 
used to produce it This law. 
coupled with Massachusetts 
residents' propensity to buy 
green energy, is set to make 
a big impact on the industry. 

Green considerations are 
already having a consider- 
able impact in investments. 
Last year Sithe, an interna- 
tional power supplier, made 
one of the biggest commit- 
ments to Massachusetts with 
a $536m purchase of utility 
Boston Edison's power 
plants, the company's entire 
non-nuclear portfolio. Sithe 
has said it will pat another 
SI bn into building natural 
gas -burning generators, with 
an eye to tapping the green 
consumer market. 

Meanwhile, Boston Edison 
has had a terrible time try- 
ing to unload its nuclear 
plants. Despite heavy mar- 
keting efforts no takers have 
yet been found. 

Environmental consider- 
ations are also having an 
impact on coal generation. 
In 1996, US Generating, the 
Pacific Gas & Electric sub- 
sidiary, dropped its plans for 
a SGOOm investment in a 
coal-burning plant in Massa- 
chusetts and bought most of 
New England Electric Sys- 
tem’s power generating facil- 
ities. 

While Massachusetts has a 
strong bias to green fuel, the 
re percu ssions of electricity 
re-structuring is far from 
clear. The state’s tight cost 
structure in the first few 
years is likely to deter 
investment in all energy 
sources. The currently man- 
dated rate to consumers is 
generally considered below 
generators' offer price, giv- 
ing companies little Incen- 
tive to come to Massachu- 
setts. The energy group 
Enron has already said the 
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Flood warning: hydro-power may no longer pass muster ap 


cost structure discouraged it 
from entering the market 

That barrier, however, is 
probably temporary. "Once 
the pricing structure is com- 
pletely phased out in five 
years, that will no longer be 
an issue and you’ll see more 
investment leading up to 
that," says John Castagna, 
spokesperson for Edison 
Electric, a DC-based trade 
organisation. “A good deal of 
the interest will probably be 
in green sources." 

Yet the very definition of 
environmentally-frlendly | 
power is controversial. 
Nuclear power, coal and fos- 
sil fuel plants are thought by 
most to be anti -green. Hydro- 
power, however, is the sub- 
ject of much debate. Once 
considered a clean energy 
source, it is now attacked by 
ecologists because of the 
impact of dams on wild 
salmon and other species. 

Massachusetts imports a 
significant amount of elec- 
tricity from rtawariran hydro- 
power groups, such as 
Hydro-Quebec. It is unclear 
how these groups will be 
affected by restructuring. 
Electricity produced by bio- 
mass and wood pulp electric- 
ity, once considered green, 
have also fallen out oi r jt 
favour with many environ- 
mentalists. 

Yet some of tbe cleanest 
energy sources, such as solar 
and wind, are scarce in Mas- 
sachusetts. “I wouldn't be 
surprised if we saw some 
investments taking p fora* in 
alternative fuel sources, 
although cloud cover in New 
England may mean solar is 
not practical and snow 
storms may Impact on the 
ability to use wind power." 
says Mr Mayhew. 

Another barrier to the 
development of clean energy 
is cost, it is unclear how 
much consumers are willing 
to pay above tbe normal cost 

for epvlro nmpntaTh y.M oririlv 
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“People may be willing 
make some personal sacri- "t 
flee but they are unlikely to 
pay double the price," says 
Mr Castagna. 
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